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THE B. ANKER 


A Banker’s Diary 


Mid-Februar y—Mid-March 


[HE decision taken by the clearing banks on February 
to refrain from buying bills at less than } per cent. ‘is 
: gradually proving effective. “Whereas the 
ah Ba ere average Treasury bill tender rate for Feb- 
secs ruary 15 was 4s. 11°80d. per cent., by 
March 15 the rate had risen to 10s. 0-o8d. per cent., and 
the banks were beginning to have bills offered to them at 
their minimum rate. As regards market discount rates, 
three months’ bank bills were quoted in the middle of 
March at ,*; per cent., while hot Treasury bills were 
offered at 13 per cent. with very few buyers. Money is 
still very plentiful, but most outside lenders are now 
holding out for 3 per cent. instead of } per cent., and asa 
result more money is being borrowed from the clearing 
banks. By March 16 the total of outst unding Treasury 
bills issued by tender had fallen to £357 millions, against 
{449 millions outstanding at the New Year, but there 
were some indications that this might be the end of the 
seasonal decline which occurs during the first three 
months of the year. In general, the discount market is 
now in a healthier condition, and some houses report 
that after taking all factors into account it is possible to 
earn a very small profit on their bills. This contrasts 
with their position in January and most of February, 
when they were working de finitely at a loss. 


UNTIL recently sterling has been under a cloud. The 
trouble began with certain unfavourable political develop- 
_.. « . . ments, accentuated by the revelations of 
fe Foreign recent operations in pepper and shellac. 
exchanges =~. —_ ; ee 

These combined to weaken foreign con- 
fidence in the pound, and to bring about an appreciable 
drop in the value of sterling. The next stage was that 
3ritish traders and manufacturers became alarmed, with 
the result that during the first week-end of March they 
bought sufficient foreign exchange to cover their normal 
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needs for several weeks ahead. This naturally sent the 
pound down with a rush, and on March 6 sterling was 
quoted as low as $4°715 and Frs. 70;%, against $4-88} 
and Frs. 73? only a fortnight before. This, however, 
proved the end of the decline. Late on March 6 there 
was a sudden drop in the value of the dollar, due to the 
misinterpretation of an ambiguous remark by President 
Roosevelt, which until its denial was thought to imply 
that further devaluation was under consideration. The 
following week it became realized that all was not well 
with the gold bloc. The pressure of an over-valued 
currency upon Belgium has now become acute, while the 
Italian lira has fallen to a very heavy discount in Paris. 
These developments were mainly reflected in the forward 
market, and the discount on forward belgas widened 
remarkably as the result of a decision of the Belgian banks 
to refrain from buying forward belgas. It is believed that 
the motive behind this decision was a desire to check 
speculation, but it was taken at a time when several 
open positions were maturing, and apart from this 
helped to create a general atmosphere of mistrust. This 
at once reacted favourably upon sterling, the more so as 
the heavy commercial buying of foreign exchange early 
in the month has naturally been followed by a period of 
practically no buying at all. Hence by March 14 the 
pound had rallied to $4-76? and Frs. 72}, and the 
outlook for the pound then appeared more favourable 
than it had been since the opening weeks of the year. Sub- 
sequent events in Belgium are discussed on a later page. 


SOME surprise has been felt during recent weeks at the 
absence of any whole-hearted intervention by the British 
The Control. From time to time spasmodic 
Exchange support has been given to sterling, but on 
Equalisation the whole no attempt was made to resist 
Account the decline during the first few days of 
March. Despite suggestions to the contrary, there is no 
evidence that the resources of the Exchange Equalisation 
Account are depleted, and an explanation of the Control’s 
inactivity must be sought elsewhere. It is not the func- 
tion of the Account to offset exchange fluctuations due 
to genuine commercial buying or selling, but it might 
have been thought that anticipatory buying, such as 
B 
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occurred early in the month, called for some action. 
Possibly there were technical difficulties in the way of 
intervention on these grounds, for it is more difficult to 
identify and offset commercial operations than those 
arising from movements of capital or downright specula- 
tion. It is also possible that the British authorities 
consider the pound still to be over-valued against the 
dollar, though the pound is much less over-valued than it 
was a year ago. Even such a belief would hardly justify 
the dangerous course of deliberately countenancing a 
depreciation of sterling with its possible reactions both 
on the gold d/oc and upon American monetary policy. It 
is much more likely that the British authorities regarded 
the recent fall as a large-scale but temporary movement, 
which did not warrant the special effort which would 
have been needed to offset it. 


THE aggregate accounts of the ten clearing banks reveal 
several wide changes between January and February. 
February Beginning with assets, cash has fallen from 
Clearing £225°0 to {213-2 millions. The January 
Bank average was inflated by the year-end market 
Averages borrowings which were not finally repaid 
until after the first week of January had elapsed. Con- 
versely revenue collection diverted money from the 
banks to the Exchequer during February, and public 
deposits at the Bank of England were unusually high 
during most of that month. Call and short loans fell from 
£137°3 to £127-0 millions, and discounts from £284-1 to 
£264-9 millions. These reductions are largely due to the 
seasonal repayment of Treasury bills, but the decision of 
the banks to impose minimum buying rates for bills as 
from February 22 is a partial explanation of the contrac- 
tion in their bill holdings. Investments have risen from 
£593°4 to {606-4 millions. The decision of the banks not 
to buy bills at less than 4 per cent. may have driven them 
into adding to their investments, but their fresh purchases 
during February suggest that they were not unduly 
alarmed by the reaction in the gilt-edged market which 
was then taking place. Advances have risen from £752°8 
to £755°7 millions. This is a very moderate movement, 
especially as some customers must have been borrowing 
in order to pay their taxes, but it shows that there has 
been no serious setback in trade. On the liabilities side, 
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deposits are reduced from £1,982-1 to £1,954°1 millions. 
This movement is seasonal, and mainly arises from the 
collection of taxes and the redemption of Treasury bills 
out of the current revenue surplus. 


THE February trade returns are fairly encouraging. 

Compared with a year ago imports have fallen by {1-1 

millions, while exports have increased by 

February {4-0 millions. There has been a decrease 

Overseas Of f0-8 millions in re-exports. The main 
Trade ead ; 

totals in the returns are summarised 


below :— 
Feb., 193 Jan., 1935 Feb., 1935 
£ mill. £ mill. £ mill. 
Imports a -. 57°4 61-9 56°3 
Exports - -. 30°1 35°5 34°1 
Re-exports. .. ne 5°2 5°0 4°4 
Total exports es 35°3 40°5 38°5 


The most disquieting feature of the returns is the 
decline in raw material imports from {18-2 millions in 
February, 1934, to £16-2 millions in February of this 
year. This decrease is mainly confined to cotton and 
wool imports, and it must be remembered that wool 
prices are lower than they were a year ago. Imports of 
iron ore, non-ferrous metals, timber, oil-seeds, rubber 
and textile materials, except cotton and wool, have all 
increased in comparison with February last year. The 
improvement in exports is spread over practically every 
item in the returns, the main exception being a slight 
decline in coal shipments. Taken in conjunction with the 
improvement in unemployment recorded at the end of 
February, it is clear that so far progress is being continued. 


THE retirement of Mr. Leon Fraser from the Presidency 
of the Bank for International Settlements might have 
placed the Board of the Bank in a position 

da Bank for of some difficulty. The statutes of the 

nternational Tauke vactuiet it te . . . 

Settlements Dank restrict it from dealings in currencies 

divorced from gold, and on these and other 

grounds it was desirable that the new President should 
come from a gold standard country. This limited the field 
of choice considerably. Fortunately there was an obvious 
candidate in Dr. Trip, the President of the Netherlands 
Bank. He has been unanimously elected, and his choice 
B2 
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has given general satisfaction at Basle. As Dr. Trip 
wishes to retain his Presidency of the Netherlands Bank, 
Dr. Beyen, a general manager of the Rotterdamsche 
Bankvereeniging, has been elected to act as Dr. Trip’s 
alternate at Basle. Dr. Beyen is to reside at Basle, will 
attend Board meetings, and has power to sign for Dr. 
Trip in his absence. Dr. Trip and Dr. Beyen have old 
associations with ea¢h other, so that this arrangement is 
again fortunate. Possibly because of the anomalous 
world monetary position which exists today, it is under- 
stood that Dr. Trip has only been elected to hold office 
for one year instead of the normal period of three years. 
Still there is no reason why it should not ultimately be 
decided that his period of office shall run for the full three 
years. 


Speculation in Commodities 
ik is idle to deny that during most of this year the 


Continent has displayed a certain lack of faith in the 

outlook for this country. To a large extent this 
arose from political causes, for the hurried modification 
of the Unemployment Assistance scheme, followed by 
the initial impact of the publication of the White Paper 
on Defence, were exploited to the full by an Opposition 
which thinks less of the national interest than of its own 
fortunes at the next general election. These and other 
events made the Continent realise that the general 
election was now within measurable distance, and as 
recent events have shown, even the remotest fear that 
a Socialist victory was not beyond the bounds of 
possibility was enough to contribute towards a serious 
fall in sterling. 

There was, however, another though lesser contri- 
butory factor. This was the revelation, accompanied 
by a much wider crop of rumours, regarding recent 
operations in shellac and pepper. The actual facts are 
now beginning to emerge, and Mr. Runciman’s speech in 
the debate in the House on March 7th in particular did 
much to clear the air. Mr. Runciman’s main point was 
that the failure of a company engaged in operations in 
pepper provided the opportunity for an investigation by 
the Official Receiver. That official, Mr. Runciman was 
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at pains to point out, possesses extremely wide powers. 
The normal procedure of the compulsory winding-up of 
a company “ makes full provision for complete investiga- 
tion and for the consideration of any matter in connection 
with the affairs of a company in compulsory liquidation 
and for such action as is deemed warrantable.”” The 
interpretation of these powers, Mr. Runciman assured 
the House, would not be a narrow one. Mr. Runciman 
explained the nature of the Official Receiver’s powers in 
considerable detail, ending with the reminder that if he 
detected anything in the nature of fraud he could set in 
motion the very formidable machinery of the Director 
of Public Prosecutions. 

Having explained the wide scope that the investiga- 
tion set in motion by the law of the land could take, 
Mr. Runciman left the House with the impression that 
the whole question had become sub judice, and that it 
would be only fair and proper to wait until the results 
of the Official Receiver’s investigations had become 
available. This would normally be a matter of several 
weeks. This, we agree, is the right view to take, for we 
have already had ample proof of the harm that can be 
done by a mass of unsubstantiated rumour. The episode 
has already been compared with the Stavisky case. 
Mr. Runciman rejoined that to those on the Continent 
who were not friends of this country “‘ Stavisky ’’ meant 
something definite. It meant the corruption of our 
public life, and Mr. Runciman dared anyone to say that 
anyone connected with the Government or any Member 
of Parliament was mixed up in the affair or was guilty 
of corruption. After this emphatic and _ irrefutable 
challenge, it is to be hoped that the word Stavisky 
wlll not again be used by irresponsible people either at 
home or abroad. 

Mr. Runciman made two further valuable contribu- 
tions to the debate. First, he gave an outline of the 
classic justification of speculation, instancing the Liverpool 
Cotton Exchange and the Baltic Exchange, which he 
described as the centre of the corn markets of the world. 
Speculation, he said, tends to arrest price fluctuations. 
It ensures that every dealer, whether buyer or seller, can 
always find a market. It evens out supply and demand, 
and in sum protects the public at comparatively small 
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cost from alternate gluts and shortages, with their 
disastrous effect upon prices. 

Next, he pointed to the existence of certain weaknesses 
in some of the leading produce markets. The main 
weakness was the absence of frequent settlements. On 
the Baltic, settlements for wheat take place at 11 o’clock 
every day, and differences are then paid and received. 
The great merit of this system is that it prevents 
legitimate dealers from getting out of their depth, and 
also acts as a deterrent against incursions by outside 
irresponsible—and, we might almost add, amateur— 
operators. Tor pepper there is no definite settling day, 
and it was for this reason alone that the recent unstable 
position was able to develop secretly and without 
adequate warning to the innocent brokers who in the 
end found themselves caught. One lesson of the gamble 
is that those responsible for the management of certain 
produce markets ought to tighten up their regulations, 
and in particular introduce regular and frequent settling 
days. 

There are one or two general observations which we 
can usefully add at this stage. The first is that a régime 
of cheap money accompanied by a relative stagnation 
of trade and lack of demand for capital inevitably 
creates conditions favourable for speculation. Those 
who possess or who can borrow liquid funds are tempted 
by the unremunerative level of interest rates to engage 
in speculative operations, and if these operations are 
at all ill-judged, they discover too late that they have 
gone too far. This links the whole question up with 
national financial policy, and in particular with the 
question of public works. That the Government is alive 
to this danger is proved by its readiness to consider on 
their merits Mr. Lloyd George’s new proposals. Were 
we to discuss the question of public works, we would be 
getting beyond the scope of our subject, but it is advisable 
to place on record the connection between cheap money, 
the stagnation of trade, and speculation. 

The next point is that a speculator, like a cobbler, 
should stick to his last. Legitimate speculation by those 
thoroughly conversant with a particular market is both 
useful and necessary, and no one can raise any objection. 
It is a different proposition, however, when a group of 
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individuals invades a market with which they have no 
connection, and proceeds to speculate to serve their 
private ends. In this instance the company which was 
most prominent in the pepper operations was linked with 
other companies primarily interested in tobacco finance. 
To prove our point it is sufficient to say that an interest 
in tobacco does not necessarily imply an expert knowledge 
of pepper. For that reason alone the intervention of 
these interests in the pepper market was fraught with 
danger to those interests themselves, and also ran a 
serious risk of disturbing the course of the pepper trade 
and involving in loss those engaged in it. Operations 
such as these hardly come within the scope of the classic 
justification of speculation. 

The banks themselves, we need hardly say, were not 
implicated in these operations. When the breaking- 
point was reached, the banks immediately adopted the 
traditional British banking attitude. They were ready 
to help those firms which could legitimately be saved 
and which could hold out hope of ultimately being able 
to repay their loans. Equally correctly, the banks refused 
to risk their customers’ money in extending any help to 
those firms, fortunately few in number, which were 
obviously and irretrievably lost. That was the only 
attitude which the banks could adopt, and their limited 
intervention had the result of limiting the loss as far 
as possible without imperilling the deposits of the banks 
or even immobilising them in any degree for an excessive 
period. 

The fact that some of the shares of the companies 
that failed were registered in the names of bank nominee 
companies aroused some uninstructed comments. This 
point was discussed on page 200 in the March «ssue of 
THE BANKER. We need only repeat that the banks’ 
own resources are in no way involved in shares held by 
bank nominee companies, and that these holdings as 
a rule represent shares held by the banks on behalf of 
and at the request of their customers. As a final safe- 
guard the banks are always unwilling to take in the 
name of their nominee companies shares which are only 
partly paid. Here again, the banks have adhered 
consistently to their normal rules of conduct and their 
normal precautions, and they can fairly reply that it is 
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no concern of theirs how their customers invest their 
money. 

Finally, it is common knowledge that certain names 
have. been freely mentioned in connection with this 
episode. So far, it has been a matter mainly of rumour 
with very little substantiated fact, and the proper 
attitude of an impartial observer is to await the publica- 
tion of the findings of the Official Receiver, and also any 
statements made on behalf of those whose names have 
been mentioned. It may then be found that rumour 
as usual is wide of the mark, and that such facts as are 
available have been misunderstood or misinterpreted. 
To condemn in advance of the evidence is not only 
unjust, but in this case very definitely against the public 
interest. It may turn out that the only legitimate 
criticism is that those who occupy prominent positions 
in commerce or finance have to some extent forgotten 
the old rule that it is not enough to avoid indiscretions, 
but that it is equally essential to avoid giving ground to 
the slightest suspicion of indiscretion, even though such 
suspicion may be unjustified and possibly inspired by 
malice. Strict adherence to this rule is particularly 
necessary at present, when one political party has 
avowed its intention of upsetting many of our national 
institutions, and is only too eager to gather and use any 
evidence which may further its cause in the country. 

This is all that anyone ought to say at present, for 
the matter is still swb judice, and the essential facts have 
still to be revealed. For political and other reasons the 
whole affair has been grossly exaggerated. The sum 
of money involved was comparatively unimportant, and 
neither pepper nor shellac can claim to be a staple 
commodity. We agree that in the end there may turn 
out to be certain grounds for criticism, and some of 
them we have hinted at in advance. This, however, is 
totally different from the attempt that has been made 
to magnify this affair into a major political issue, at 
the cost perhaps of weakening world confidence in our 
stability, and bringing about a fall in our currency which 
can only have a detrimental effect at home and abroad. 
Fundamentally, our commercial and financial position 
remains as sound to-day as the world admitted it to be 
towards the end of last year. For the moment world 
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confidence is not quite so strong as it was, and certain 
interests have not hesitated to take advantage of this 
slight lapse by selling sterling on the foreign exchange 
markets. We are confident that these interests will 
eventually receive a rude awakening, and we are equally 
confident that those at home who are seeking to make 
political capital out of this episode will before long find 
that once more they have over-reached themselves. 


Gold and the Belga 


ECENT economic history has shown that the 
R pressure upon a country to lower the gold standard 

or devalue its currency takes two main forms. 
Primarily, the pressure develops when the country’s 
currency becomes over-valued, that is when its whole 
scale of internal prices, wages and costs come to be 
above the world level. The symptoms of this disease 
are dwindling exports, expanding imports, the develop- 
ment of an adverse trade balance, together with an 
unbalanced budget, increasing unemployment, and 
a growing realisation by the country’s manufacturers 
that it is becoming more difficult to sell their products 
either at home or abroad. The disease can develop in 
this way, even when the country possesses adequate 
gold reserves, and the existence of such reserves in no 
way provides a cure. On the contrary internal prices 
tend to be forced down to unremunerative levels by the 
development of the disease, and each successive decline 
brings with it a fresh cup of bankruptcies, a fresh 
weakening of the internal banking and credit structure 
and a fresh aggravation of the burden of internal in- 
debtedness. 

When a country engages actively in international 
finance, so that it continually both owes and is owed 
large sums of money at both long-term and short-term, 
then the second form of the disease develops. Foreign 
confidence in the financial stability of the country is 
impaired, and foreign balances are in consequence 
withdrawn. This at once is reflected in a steady drain 
of gold, which may continue until the country’s gold 
reserves are exhausted. When that point is reached, the 
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country has to go off the gold standard and allow its 
currency to depreciate. So soon as the depreciation 
reaches the point where the currency ceases to be over- 
valued, relief is automatically obtained. 

Paradoxically enough, it is easier for a country to go 
off gold when this second form of the disease develops 
than when the disease is confined to its first form. The 
whole world understood that Britain had to suspend the 
gold standard because the drain of foreign capital had 
exhausted her gold reserves, and the fact that the 
emergency was so well understood was one among many 
reasons why confidence was so quietly restored during 
the following years. The United States, however, only 
suffered from the disease in its first form, and so the 
American departure from gold in 1933 and the subsequent 
devaluation of the dollar have never been fully under- 
stood. Yet the internal pressure upon the United States 
to go off gold and devalue was in a sense as serious as the 
external pressure upon Great Britain. 

During recent months the overvaluation of the gold 
bloc currencies against sterling and the dollar has given 
rise to internal pressure in a very acute form. It is not 
surprising that Belgium has proved the first member of 
the gold bloc to draw near the breaking point. Belgium 
entered upon the recent crisis with less resources than 
those possessed by France, Holland or Switzerland. 
Belgium is far more dependent upon international trade 
than the other members of the gold bloc, and so suffered 
more from the depreciation of the dollar and the sterling 
crisis. For a long time past Belgian wages and pro- 
duction costs have stood at a very low level, with the 
result that when the crisis came there was very little 
margin for further economy. The low level of wages also 
meant that the purchasing power of the home market was 
very narrow, and this increased Belgium’s dependence 
upon export trade. 

Between 1929 and 1934 Belgium’s exports have shrunk 
from a monthly average of Frs. 2,649 millions to one of 
Frs. 1,143 millions, or by more than half. Even allowing 
for the average fall of 45 per cent. in Belgian wholesale 
prices, this shows that there has been a definite shrinkage 
in volume; while the fall in prices itself means that 
for many Belgian manufacturers their former narrow 
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margin of profit has been completely destroyed. Wage 
reductions have been enforced from time to time until 
the point has been reached where even employers them- 
selves admit that no further reductions are either 
politically practicable or socially equitable. Meanwhile 
revenue has shrunk to the point where the budget is 
unbalanced, and the country is in ill shape to bear the 
burden of fresh taxation. On the other hand Belgium has 
no serious foreign indebtedness, nor is she a leading 
international financial centre carrying large floating 
foreign balances. The result is that her gold reserves 
are unimpaired, and her central bank still possesses a 
66 per cent. gold cover. Belgium like the United States 
is clearly a country where the disease of currency over- 
valuation has been confined to its first form, but for all 
that the disease has reached a very acute stage. 

This is the background of recent developments. The 
final aggravation of her troubles arose from the recent 
depreciation of sterling, coupled with some recession in 
world commodity prices. To judge from indications 
available on March 21, when this issue of THE BANKER 
went to press, the breaking point had nearly been reached. 
At the previous week-end M. Theunis, who was then Prime 
Minister, paid a visit to Paris admittedly in search of 
relief. No doubt he could have obtained relief in the 
form of fresh credits, and there is some evidence that 
the French authorities were even then supporting the 
belga. Belgium’s troubles, however, were economic and 
industrial rather than monetary, and the relief she 
needed was an increased share of the French market. 
This put France in a difficult position, for in many ways 
Belgian and French industries are directly competitive. 
In the existing depressed state of French trade, 
the French Government could hardly be expected to 
grant tariff concessions to Belgian textiles and Belgian 
steel. M. Theunis’s visit therefore had small chance of 
success, but in any case it was interrupted by the pressure 
of events at home. On March 14 and 15 there developed 
heavy selling of belgas, and transfers of funds from 
Belgium to Amsterdam and other foreign centres. The 
Belgian banks refused to buy forward belgas, with the 
result that the forward rate ran off to an extremely 
heavy discount. An incipient boom on the Belgian 
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bourses provided evidence of some flight of currency 
into equities, and these were all signs that a widespread 
flight of currency was developing. 

On March 18 the Belgian Government countered by 
imposing a drastic series of exchange restrictions. A 
special committee of control under the chairmanship of 
M. Van Zeeland, hitherto Deputy-Governor of the National 
Bank, was set up. The export of capital was prohibited. 
All internal dealings in gold bullion and currency were 
placed under control, while imports and exports were 
limited to the National Bank. The National Bank was 
also given complete control over the entire foreign 
exchange market, and dealings in foreign exchange were 
confined to strictly commercial transactions, and all 
applications for foreign exchange had to be supported by 
the relevant commercial documents. 

For a few hours it seemed that the situation was in 
hand, but events were moving rapidly, and the following 
day M. Theunis’s Government resigned. This brought 
the whole issue of the maintenance of the gold standard 
or devaluation to the forefront. At the moment of 
writing M. Van Zeeland has been invited to form a 
National Government, presumably with the object of 
maintaining the gold standard. Whatever the imme- 
diate outcome, it appears that Belgium can only escape 
from her troubles either by devaluation, following 
the Czechoslovakian precedent, or by going off gold 
and on to sterling at a depreciated rate. The main- 
tenance of the gold standard will not recover for 
Belgium her lost export trade, nor will it help her 
to balance her budget. The imposition of exchange 
restrictions is not without its dangers. Those who 
desire to evade the restrictions will begin by with- 
drawing their money from the banks, so that their 
operations may be carried on undetected and unreported 
by the banks. This may lead to a serious withdrawal 
of funds from the banks with the consequent weakening 
of the banking structure. This chain of events which is 
still in progress is of direct concern to us in Great Britain. 
Broadly speaking our own view hitherto has been that 
it would be premature to stabilise sterling in terms of 
gold until we knew more about the future of the dollar. 
This is a perfectly reasonable point of view to take, for the 
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dollar is of far greater importance to us in our inter- 
national trade than the gold bloc currencies. On the 
the other hand we must face the fact that our delay in 
stabilising may be bringing about the break up of the 
gold bloc, and fresh currency chaos in Europe. Another 
fact we must face is that our very legitimate desire to 
secure our home market and maintain the revival of our 
home trade is also having unfortunate reactions upon 
certain foreign countries. This is illustrated by the 
striking coincidence that the same week which witnessed 
the combination of Belgian difficulties also witnessed an 
increase in the British tariff upon iron and steel. Up 
to a point we are bound to keep the home market for 
our own steel industry which has displayed a remarkable 
recovery during the past four years. Yet we may have 
to pay the price of the departure of Belgium off the 
gold standard, and the depreciation of her currency, and 
quite apart from other considerations this will expose our 
own steel manufacturers to fresh competition in the 
export market. 

All this means that the question of stabilisation must 
be faced by us and more especially by the United States. 
At the moment there is a national disposition to let 
things drift while each country concentrates upon its 
own internal needs. Economically and politically this 
has gone on long enough, and it is becoming time that 
some long-range of general world economic policy was 
formulated. The initial move must come from the 
United States, or at least the rest of the world must be 
assured that the United States will not suddently upset 
any move that is made elsewhere. We, however, with 
our leadership of the sterling area, must equally be 
prepared to play our part. The general programme 
is clear. It consists of de facto stabilisation combined 
with simultaneous relaxation of trade and exchange 
restrictions, to be followed by an experimental period 
under which a new and freer régime is given a 
change to justify itself. At the end of that period it 
will be possible to see whether de facto stabilisation has 
worked, and what adjustments are necessary. Then and 
only then will the time have come for de jure stabilisation 
= for the establishment of the gold standard of the 
uture, 
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Fixed Trusts in a Falling Market 


By Maurice Green 


HE question of the behaviour of fixed trusts in a 
falling market is one which has all along figured 
prominently in fixed trust controversy. And it will 
doubtless continue to do so for a long time yet—until, 
in fact, the problem at issue is tried out in practice, 
Some very sombre forebodings have been heard regarding 
the difficulties in which fixed trusts would be placed on 
any sustained selling movements in the market. But it 
must, of course, be realised that such forebodings were 
heard likewise regarding the difficulty which fixed trusts 
were likely to find in making their purchases, and in 
the latter case they have, it seems, scarcely proved 
justified to any considerable extent. 

It is clear, of course, that a fixed trust has no particular 
power to achieve miracles in consistently bad markets. 
In such markets heavy selling by anybody, whether 
individuals or institutions, puts prices down rapidly, and 
the investor in fixed trusts could hardly consider himself 
especially aggrieved because he does this indirectly 
through the intermediary of the fixed trust management 
instead of directly by selling the securities himself. The 
question at issue is, necessarily, whether a fixed trust 
labours under any special disabilities in the matter of 
liquidation as compared with ordinary private or institu- 
tional holder of securities, who is free to act entirely at 
his own discretion. 

The first point, presumably, is that of the timing of 
liquidation—that is to say, how far sales on fixed trust 
account would tend to be of a rather unorganised and 
uncontrolled character. This really depends, as it always 
does, on the action of the private investor himself. Under 
ordinary conditions, sales of sub-units by holders will be 
matched with new buying orders by the managing 
companies, who quote a special “‘ buying back ”’ price, 
and sales of underlying securities are not affected. If 
sales of sub-units should steadily assume large propor- 
tions, however, the managers would be forced to sell the 
underlying securities, and a different situation would 
arise. 
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Whether such sales would be at all of a disorganised 
character would depend very largely upon the attitude 
taken by the managers. It should be pointed out here 
that under the majority of trust deeds neither the 
managers nor the trustees are under any legal obligation 
to offer even the liquidation value to a holder of sub- 
units. Usually, if certificates covering a whole unit or 
even half a unit can be presented to the trustee, the 
trustee is under legal obligation to give up the deposited 
property against the certificates. But no similar obliga- 
tion exists where this is not the case, so that in fact the 
holder of, say, a few hundred sub-units cannot insist on 
the management making him any price at all. This fact 
in itself must act as a very powerful protection against 
anything in the nature of disorganised selling. The 
investor, however, will derive very cold comfort from the 
fact that this protection could only be made actual by 
the management refusing him even the liquidation price 
for his sub-units. And in practice there can be no doubt 
that the managements will do everything in their power 
to continue to offer a buying-back price at not less than 
the approximate liquidation value and would only be 
deterred from doing so by the existence of markets such 
as one only sees for a month in five years combined with 
heavy offerings by sub-unit holders. If they should 
decide to continue buying back sub-units in the face of 
bad markets, they would certainly be almost compelled 
to sell underlying securities against such re-purchases 
almost simultaneously in order to protect themselves 
against loss, and in any case the sales would virtually 
have to take place within the Account. To that extent 
there might be a somewhat uncontrolled element in fixed 
trust sales, but on the other hand it would not be likely 
to be of importance except in the case of particular shares 
in which fixed trusts were especially heavily interested 
and in which there might be something resembling forced 
selling. 

This brings us to the second question. That is 
whether, owing to the fact that the shares constituting a 
“unit ’’ are necessarily held in fixed proportions, an 
excessive amount of selling (just as in the case of buying) 
might be directed on to a particular security. It is not, 
of course, open to fixed trust managements to refrain 
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from selling any share in the unit, even if the market in 
that share is a very bad one, if the underlying securities 
are sold at all. And in consequence the shares must be 
liquidated—more or less at the same time—without any 
distinction between them. It must be recognised that 
there is always, in theory at least, a possibility of the 
market in one of the shares drying up very badly, and it 
is quite conceivable that, even though nineteen out of 
twenty shares could be sold quite easily, the twentieth 
might have to go at scrap prices. A trust, for example, 
which included Mexican Eagle in its ‘‘ Unit ’”’ might have 
found it very embarrassing if it had been under the 
necessity of selling underlying securities during the first 
half of March. But it is not, normally speaking, excep- 
tional cases of this kind which have been the subject of 
apprehensions publicly expressed. 

The fears expressed by critics have been more to the 
effect that shares held by fixed trusts are apt to be the 
subject of excessive buying and conversely in a time of 
general liquidation would equally be the subject of 
excessive selling. In order to assess the weight of these 
apprehensions it is clearly necessary to get down to figures. 
It is no use talking glibly, as so many critics have been 
inclined to do, about the weight and unhealthy influence 
of fixed trust operations in the market, without calculat- 
ing just how much it amounts to. The figures which 
follow have been worked out with great care, and, while 
complete accuracy cannot be guaranteed, they have been 
checked by more than one pair of statistical eyes. They 
relate to the proportions of the issued shares of com- 
panies, in which fixed trusts are interested, which could 
be held by existing fixed trusts at a maximum. For this 
purpose it is assumed that any individual trust will be 
limited to 500 Units. This is not an exact assumption, 
since a number of trusts have no size limit laid down by 
their Trust Deeds, and those which have limits actually 
vary between 500 and 600 Units. But it almost certainly 
represents a potential maximum for a long time to come 
as regards the trusts as a whole. 

The results of this statistical analysis show the 
following. There are twenty fixed trusts with general 
portfolios and seven trusts holding shares of particular 
industries, apart from trusts specialising in gold shares. 
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The figures are confined to the former—twenty-seven 
separate trusts in all. The number of shares covered by 
the analysis, including all shares held by more than one 
trust, is a little over a hundred. In only thirty-one cases 
is the maximum proportion of the issued capital which 
could be held by fixed trusts more than 7 per cent., and 
in only twelve cases more than Io per cent. These 
twelve are the Bolsover Colliery Coy., Callender’s Cable, 
Fairey Aviation, Manbré & Garton, Metropolitan Hous- 
ing, Spillers Ordinary, United Dairies, Wiggins Teape, 
Amalgamated Press, Bovril Deferred, Covent Garden 
Properties, and Selfridge & Co. In only seven cases could 
one trust, or indeed the group of trusts under the same 
or related management, hold more than 5 per cent. of 
the shares of any one issue. And in a majority of cases 
the maximum holding is from 1 (or under) to 3 per cent. 

Many of these would, of course, be very substantial 
holdings if they were actual and not merely potential. 
In fact, however, it is doubtful whether the money 
actually invested at present in fixed trusts represents 
more than about one-half of the maximum. That is to 
say, in only thirty-one cases would the portion of issued 
capital of any one issue held by fixed trusts be more than 
34 per cent., and in only twelve cases more than 5 per 
cent., while the normal sized holding would be more of 
the order of 1 per cent. or less. 

While these proportionate holdings are small, there 
could none the less quite easily be cases where it would 
become of some appreciable importance owing to the fact 
that a very large proportion of any individual issue of 
shares is almost always strongly held as a permanent 
investment, and the amount of shares which are what we 
might call ‘‘ mobile ’’—that is to say, which are likely to 
change hands and thus are mainly responsible for market 
price movements—are only a comparatively small pro- 
portion of the total capital. The writer is not inclined 
to take a very serious view of this danger, but it must 
certainly be admitted that cases might easily arise with 
a limited number of securities where they would have to 
be sold at appreciably less than the price which could be 
obtained if absolutely orderly marketing could be carried 
out. That is a real caveat, but at the same time a mild 
one. 
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There is one particular disadvantage which an investor 
in fixed trusts must expect to face in times of really bad 
markets, and there is no escape from it. That is that the 
managers could not possibly any longer maintain the 
present type of buying-back price at a relatively small 
margin below the price at which the sub-units are offered, 
as this can only be done if the underlying securities do not 
have to be sold. It is impossible to avoid selling the 
underlying securities unless there is a reasonable amount 
of new purchasing to set off against the selling of sub- 
units. In the case of a trust whose sub-units are quoted 
(on the existing basis) at, say, 30s.—3Is., the holder might 
quite easily find the price at which the management are 
prepared to buy back fall to as low as 27s. 6d. almost 
overnight. Then, again, suppose that at a period of 
market recovery there was again a demand for the sub- 
units, the quotation might have to be fixed with its 
upper limit at 31s. again, and the management would 
again be able to quote 30s. as a buying-back price. As 
it would be almost out of the question to have the price 
jumping up and down with every turn in the market 
between such a range, the managers would have only 
two practical alternatives: (1) to fix a full range of 
31s.-27s. 6d., or (2) to close the trust and fix the price 
once and for all on the basis of the liquidation price, with 
the offered price set at a small margin above that. In 
point of fact in the case of at least two existing trusts this 
has already been done, so that the safeguard against this 
sort of difficulty in a seller’s market has been provided in 
advance. 

The vexed question of “ elimination "’ of a share from 
a unit scarcely comes within the purview of this article, as 
elimination may take place at any time and for a variety 
of reasons. Leaving this question on one side, we are 
left with the conclusion that fixed trusts are faced with 
certain potential disadvantages in a sustained period of 
bad markets, but that their probable practical extent is 
not very great. Very much depends, naturally, on the 
general type of investor who holds fixed-limit sub-units. 
Some of the more sombre prognostications usually seem 
to be based on the theory that sub-unit holders would be 
liable to a mass panic of quite an abnormal character. 
But there is no justification whatsoever for taking a view 
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like this. There is a strong presumption in favour of the 
view that the fixed-trust investor is of a more than usually 
stable kind, and that a majority would regard their 
holdings as being long-term. If that is the case, the 
danger to be expected from fixed-trust liquidation is not 
serious. The amount invested in all fixed trusts is probably 
around {20,000,000 at the present time—spread over 
the securities of leading companies chosen in part 
because there is a wide and free market in them. A very 
substantial part of this would clearly have to be sold (or 
offered for sale) in a fairly short period before any serious 
difficulty could arise. It is not suggested that anybody 
should turn a blind eye to the possible difficulties. But it 
is reasonable to consider primarily their probable practical 
extent. And, as ever, these must be weighed against the 
evident advantages which fixed trusts offer for certain 
types of investment. The fixed trusts do not offer 
something for nothing, and nobody has even been led to 
believe that they did. 
























The Problem of Bank Advances 


PEAKING at Chelsea last month, Mr. Baldwin in 
S the course of a eulogy of the British banking 

system said, ‘‘ Deposits in the banks were not the 
savings of the rich. He had no deposits in the banks 
because he lived on over-drafts.”” Mr. Baldwin no doubt 
meant this as a figure of speech, because even he cannot 
obtain an over-draft for ever without the lodgment of 
collateral; and taken by itself this statement is in some 
danger of misleading the public. Still it contains a certain 
modicum of truth, because many bank customers have 
learned the advisability of turning over to their bankers 
at least a portion of their securities, so that they are 
available as collateral for loans without the need of making 
any further arrangements with the bank. It is possible 
that this practice accounts for part of the holdings of 
bank nominee companies which have aroused so much 
attention lately. 

The real question is that of the small man or under- 
taking, which requires a temporary advance, but who is 
not always able to put up collateral. In many cases 
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bankers are ready to make an unsecured advance on 
their personal knowledge of the customer alone, and in the 
early days of the agitation for the nationalisation of 
banking the late Mr. Walter Leaf pointed out that one 
of the consequences of nationalisation would be that 
unsecured advances would be a thing of the past. Again, 
it isin many ways more profitable for a banker to handle a 
large loan than a mass of small loans, for the amount of 
work involved in the second case is in the aggregate 
greater than that required for the investigation of a single 
proposition, however large it may be. For these reasons, 
there is danger of a suspicion arising that the richer and 
more important a customer is, the easier he will find it to 
secure a bank loan. Such a suspicion would be undesirable 
in more ways than one from the banks’ point of view. 
Through one cause or another the total of bank 
advances has undergone a serious contraction during the 
past seven years. This contraction is not the consequence 
of any general deflation, for in addition to its being an 
absolute contraction, it is also relative in comparison 
with deposits. This is shown by the following table, 
which sets out the position of the ten clearing banks for 
every February during the past eight years :— 
Ratio of 
Advances 
Deposits Advances _ to Deposits, 
Year. £ mill. £ mill. = 
1925 ase ose eee I,734° 933°0 53° 
1929 aad wea tid 1,814°: 982-9 54° 
1930 ae ‘an seb 1,751° 988 - 3 50: 
1931 ade iva is 1,519: 924° 50° 
1932 ust a ve 1,658°5 g02°3 54° 
1933 in _ te 1,956: 765-6 39° 
1934 _ sn oie 1,867- 741°9 39°8 
1935 asi sad a 1,954°I 755°6 38°7 
Since 1928 deposits have increased, but advances 
have shrunk absolutely by £177: 4 millions, while the ratio 
of advances to deposits has fallen from 53-8 to 38-7 per 
cent. The increase in advances since 1934 is hardly 
commensurate with the extent of the trade revival. 
Advances are the most remunerative of the banks’ 
earning assets, and so it is essential that if possible the 
banks should make good the loss. The cause of the 
failure of bank advances to respond to the trade revival 

















PROBLEM OF BANK ADVANCES 23 











were well set forth by Mr. McKenna in his recent address 
to the shareholders of the Midland Bank. These were :— 

(rt) Business and public undertakings were in a 
position to use their own resources to a much larger 
extent than before, and have had correspondingly less 
necessity to borrow from the banks. 

(2) Many undertakings have been induced by the 
high level of security prices to dispose of investments and 
use the proceeds either to finance expanding business with- 
out recourse to the banks or to reduce outstanding loans. 

(3) Money raised by new issues of capital has been 
used to pay off many millions of bank advances. 

(4) The progressive integration of industry has tended 
to reduce the calls made upon the banks for accommoda- 
tion, especially where a company with large credit 
balances has amalgamated with another company which 
is in debt to the bank. 

(5) Some borrowers have thought it advantageous to 
take up credits or loans from sources outside the banking 
system. 

There is no doubt that these five points between 
them explain the true explanation of the failure of 
bank advances to recover, but the real point is that they 
all relate mainly to loans granted to large and important 
borrowers. The small borrower does not possess working 
capital of his own, he cannot make a public issue, nor 
can he amalgamate or approach an outside source. He 
may have a small amount of stock which he can sell at a 
profit, but usually he does not like to part with it just 
to meet a temporary need. 

It therefore appears that the banks might be well- 
advised to regard the present time as a good opportunity 
to expand their small advances, or rather to let the 
general body of their customers know that an 
application for a small advance will be considered just as 
much on its merits as an application from an important 
customer. Mr. Hyde, the Managing Director of the 
Midland Bank, gave some useful evidence before the 
Macmillan Committee on the practice of his bank in 
scrutinising applications for advances. He explained 
that nominally a branch manager must get Head Office 
sanction for every advance, but that in practice the 
manager of an important branch could anticipate Head 
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Office authority in certain cases. At Head Office, one 
of the Superintendents of Branches could sanction 
advances up to a certain limit, an Assistant General 
Manager had a higher limit, a Joint General Manager a 
still higher limit, while any larger application would 
have to come before the Executive Committee of the 
Managing Director and the Joint General Managers. 
Mr. Hyde then came to his real point. Any application 
not approved, even if it was a small one, would have to 
be submitted to the Executive Committee before its 
rejection. The object was to prevent a branch manager 
from feeling that if he was trying to get business there 
was some unsympathetic official at Head Office who was 
turning it down. 

This last statement merits wide publicity, for it is of 
equal importance that the public should know that 
applications for loans are not turned down by some 
unsympathetic official. In view of the fact that this 
evidence has been buried in a Blue Book for over five 
years, we make no apology for reproducing it fairly fully. 
Mr. Hyde, however, went on to allude in reply to a 
question to what in our opinion may be the most serious 
fence of all. A Branch Manager, he said, has authority 
to decline an application. If somebody comes in with an 
application that he does not consider worth submitting 
he has power to refuse it. He would not submit an 
application that he deemed unworthy or frivolous. 

While practice no doubt varies between different 
banks, there is no doubt that a very heavy responsibility 
is thrust upon branch managers. According to Mr. Hyde’s 
statement, if the branch manager rejects an application 
on his own responsibility, there is no direct appeal. All 
the customer can do is to write to Head Office himself— 
a course which is open to obvious objections—or seek 
a more accommodating bank. Now we do not wish to 
belittle in any way the branch manager’s judgment or 
responsibility, for after all he is the man on the spot 
with the personal knowledge both of his customer and of 
local conditions. Yet in these days conditions have 
changed in two important respects, and full regard 
should be had to these two changes by branch manager 
and Head Office alike. 

The first change is that the banks are now under-lent. 











PROBLEM OF BANK ADVANCES 25 





In his evidence, given in 1930, Mr. Hyde intimated that 
his bank might have to turn down meritorious applications 
for loans because the bank had already lent up to the 
hilt. To-day, when advances only equal 38-7 per cent. 
of deposits, this limitation no longer applies, and on the 
contrary the banks have invested an abnormal proportion 
of their resources in Government and other securities 
which may or may not hold their market value. The 
second change is the growth of a feeling that the banks 
are prone to restrict credit, and to favour the large 
man as against the small. That feeling is entirely 
unjustified, but it is necessary to reckon with its existence. 

The doubt we have is lest branch managers, with their 
natural and proper conservatism, may not in all cases 
have appreciated these two changes. We do not suggest 
that a branch manager should burden his Head Office with 
applications for loans which he knows to be unsound. 
What we have in mind is something more subtle. To-day, 
when a customer asks for a loan, the branch manager 
should consider it, even more than usual, in a receptive 
frame of mind. ‘ My bank,” he should say to himself, 
“needs to make fresh loans. There is this feeling that 
banks turn down loans, especially small loans, which are 
better than a fair risk and which ought to be granted. 
All this is new, and I must remember to view this applica- 
tion from this new angle. If in principle I can see my 
way to approve this proposition, then I ought to let 
no detail work or other trouble involved stand in the 
way. Even if it is a small loan, which involves my 
office in a certain amount of work, I must remember 
that it will earn good-will for the bank as well as interest. 
There is also the old saying that the small man of to-day 
is the big man of to-morrow.”’ 

This is all we ask of the banks to-day. It is more a 
slight change in atmosphere than a definite change in 
technique, and the last thing we desire is that the banks 
should embark upon unsound business. Yet the contrac- 
tion in loans means a loss of income for the banks, and is 
creating the wrong impression in the country. We ask 
the banks to take both these new factors into account. 
As Mr. McKenna said a few weeks ago, “‘ banks are the 
servants of trade and industry and must adapt them- 
selves to the needs of their masters.” 
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The London Bullion Market 


By a Correspondent 


EFORE Great Britain abandoned the Gold Standard 
B on that historic September week-end in 1931, the 
London Bullion Market pursued the even tenor of 
its ways unsung and, apart from those people whose 
daily business necessitated a close contact with bullion 
dealing, practically unnoticed by the community at 
large. Of late the gradual depreciation of sterling 
against the gold currencies and the wide publicity which 
has been accorded to the consequent movements in the 
sterling price of gold have attracted a considerable amount 
of interest in the manner in which the London Gold 
Market functions. 

The gold market proper in London centres around 
four firms of bullion brokers and two refiners who meet 
daily at the offices of Messrs. N. M. Rothschild & Sons 
at 11 o'clock for the purpose of dealing with such gold 
as may be offered for sale. In normal times this gold 
consisted principally of shipments from the South 
African mines, but following on Great Britain’s departure 
from the gold standard circumstances arose, the result 
of which was inevitably to widen the scope and increase 
the activities of the market. From India, for example, 
which previously had been, on balance, a buyer of the 
metal, the high sterling price ruling in London attracted 
vast quantities of hoarded gold, as a result of which 
£170,000,000 have been shipped here since September, 
1931. On the other hand the ranks of the buyers who, 
in normal times, consisted of the Central Institutions of 
various countries, and of arbitrageurs, have now been 
swollen by gold hoarders, by special purchasers of gold, 
and on numerous occasions by the Exchange control 
organisations of this and various other countries. 

The mechanism of the daily bullion market works 
with remarkable smoothness and surprising celerity. At 
11 o'clock the bullion brokers meet, the sterling-franc 
exchange rate ruling at the moment is ascertained— 
France being the only major gold-currency country where 
the Gold Standard is working /reely—and from that is 
calculated the then sterling price of gold equivalent to 








THE BULLION MARKET 27 


the Bank of France’s fixed buying price. A price some- 
where around that figure will be suggested and it is 
probable that one or other of the brokers will say that he 
is a buyer at that price—not necessarily mentioning for 
what quantity. It may be that no gold will be offered, 
in which case the price will be advanced in steps of $d. 
or Id. per oz. until finally sellers will begin to appear. 
Then as soon as activity really develops the buyers will 
declare the quantities for which they are bidding—sellers 
declare the quantity of their offerings from the outset 
—and at this point comes the problem of attaining 
equilibrium, for only one price can be made at the 
“fixing ”’ and that must be a price at which buyers and 
sellers are, as nearly as possible, satisfied. 

We may take, for example, a day when the Paris 
rate is about francs 75. At this rate the equivalent of 
the Bank of France’s buying price would be approxi- 
mately, 140s. per ounce. An opening price of say, 
140s. 1d. might be mentioned, but possibly buyers would 
so outweigh sellers that the price would gradually be 
pushed up to 140s. 7d. before sufficient selling orders 
were attracted. At this figure 130 bars might be bid 
for and 100 bars offered. Another advance of $d. would 
be made in the price which would bring in, perhaps, a 
further offer of 30 bars but, on the other hand, would cut 
out buying orders for 20 bars, so that now sellers would 
outweigh buyers. There would follow brisk telephone 
conversations between the brokers and their principals 
with a view to getting limits altered, while at the same 
time fluctuations in the Paris-London rate might well 
cause fresh orders to come in, or previous orders to be 
cancelled. So the market would sway to and fro until 
one of two things happened. Either equilibrium would 
be attained, when the price would at once be “ fixed,’’ or 
if this proved impossible, the price would be fixed at a 
point where buyers slightly outweighed sellers, in which 
case the former would be “ rationed,” receiving only a 
proportion of the amount for which they bid. On quiet 
days the fixing may be over in a quarter of an hour; 
even on active days its duration does not exceed thirty 
minutes. 

Immediately upon the conclusion of the “ fixing,” the 
price is communicated by telephone to the various banks 














THE BANKER 





and financial institutions, to the Stock Exchange and to 
the Press. The gold dealt in is delivered and paid for 
on the same day and by early afternoon may, indeed, be 
speeding by air to the Continent, or by boat train to a 
transatlantic liner. 

The actual manner of delivering the gold is of no 
small interest. The bars are accompanied by a weight 
list showing the gross weight, the fineness and the fine 
gold content of each bar. In addition the fineness of each 
bar is either stamped on it or shown on an accompanying 
assay certificate, and the physical delivery of the bar, 
accompanied by a weight list and recognised assay 
certificate, is taken without further question. The 
London Bullion Market, however, has its own rules as to 
the assayers whose certificates it will take. Until 
recently these were practically limited to the recognised 
London refiners and assayers, the Rand Refinery and 
the Canadian, Australian and United States Mints, but 
a little time ago this list was considerably extended and 
to-day the bars of most of the French, Belgian, Dutch and 
German refiners whose assays are recognised by their 
own central institution are taken as good delivery here. 
The weight of the bars has to conform to certain limits 
which permit a fair elasticity on either side of 400 ounces, 
while the fineness acceptable is also strictly regulated. 

We have said that the gold market opens at a price 
roughly approximating to the French franc parity. This, 
of course, arises from the fact that the Bank of France 
buys and sells gold freely at fixed rates. Consequently, 
the sellers of gold in this market will expect to get at 
least as much for their gold as they would do were they 
to ship the gold to Paris and, at the rate then ruling, sell 
the francs which they received in payment. Before 
America adopted her new Gold Standard the price of 
gold was affected by both the franc and the dollar rate, 
but the dollar rate is now effective in one direction only, 
viz., in checking a fall in the price of gold below the 
sterling-dollar exchange parity, because although the 
Federal Reserve Bank will buy gold from any quarters 
at its fixed price of $35 per ounce, it will only sell for 
delivery to the Central Institutions of Gold Standard 
countries and, even then, only on production of proof 
that the ruling rate of exchange justifies such an operation. 
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The London price of gold, therefore, is governed by the 
franc-sterling exchange, but there is a certain elasticity 
in the price of gold independent of the movements in 
the franc exchange. The Bank of France buys gold at 
526.24 francs per fine ounce, and sells gold at 527.625 
francs per fine ounce. The cost of moving gold between 
London and Paris works out at about 2d. per ounce and 
it therefore follows that the London price of gold can 
vary between the sterling equivalent of francs 526.24 
less 2d. per ounce and 527.625 plus 2d. per ounce for any 
given rate of exchange, since only outside these limits 
will buyers or sellers do better by dealing direct with the 
Bank of France. It has recently been the custom when 
announcing the price of gold each day to refer to the 
“premium ”’ in that price. This premium is the amount 
by which the London price exceeds the net sterling 
equivalent of the Bank of France’s buying price; it is 
in fact a seller’s premium and this premium can rise at 
present rates to approximately Iod. over the exchange 
parity, at which level it would bring the sterling price up 
to the equivalent of the Bank of France’s selling price 
plus shipping costs. In other words, if it rose above 
this 10d. premium it would be cheaper to take gold out 
of the Bank of France, buying francs for the purpose 
at the current rate and, as arbitrageurs would be quick 
to take this opportunity, a premium of more than Iod. 
per ounce, except under certain technical circumstances, 
is not likely to be seen. 

This brings us to another interesting aspect of the 
London Bullion Market. Quite apart from the gold 
which is consigned to London in the ordinary way for 
sale, there is the arbitrage gold. While the “ fixing ”’ 
is going on each broker is in communication by telephone 
with his office and those offices are in continual telephone 
conversation with the various financial houses interested 
in arbitrage transactions both in London and on the 
Continent. Every change in the price of gold as the 
“ fixing ’’ goes on is reported without delay to these 
arbitrageurs who, of course, are following the franc and 
the dollar rate very closely, and if the price of gold is 
called at a figure which at current exchange rates would 
make it profitable to take that gold for sale to the Federal 
Reserve Bank or to the Bank of France or per contra to 
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put gold into the “ fixing ’”’ at that price and replace it 
with gold withdrawn from the Bank of France, arbitrage 
houses would be swift to work along these lines. The 
operation is a most delicate one, involving as it does a 
double transaction in exchange and in gold, but such 
deals are invariably put through whenever conditions 
justify them and it is for that reason that, so long as 
France remains on the Gold Standard, there can only be 
one fairly narrow range in the price of gold for any 
given sterling-franc exchange rate. : 

In the description of the actual working of the 
“ fixing,’ reference was made to the communications 
maintained all the time between brokers and their 
principals. These communications relate principally to 
arbitrage operations such as have been described, and 
these operations, together with orders from Central 
Institutions and from persons who, for one reason or 
another, find it desirable to keep a part of their funds in 
gold—not necessarily all of them gold hoarders pure and 
simple—constitute a large part of the daily bullion 
operations. But latterly a fresh influence has made 
itself felt—that of the Exchange Controls of the various 
countries. Our own control may be desirous of supporting 
sterling against the franc, in which case it will purchase 
gold at the “ fixing’’ wherewith to obtain from the 
Bank of France the francs which it needs to sell. The 
United States control, if it wishes to prevent the dollar 
from appreciating, will sell dollars on the London market, 
using the sterling thus obtained in the purchase of gold, 
since it usually dislikes holding sterling as a currency. 
So we see that the definite desire of certain persons or 
institutions to obtain gold may have considerable influence 
upon the London gold price, and the high premium which 
the metal has recently obtained upon this market suggests 
that such influences have in fact, from time to time, been 
at work. 

Before terminating, a short reference may be made to 
gold dealings after the “fixing.” After the official 
“ fixing,’ dealings in gold frequently take place either 
direct between financial houses, or through the inter- 
mediary of a broker. But such a market is usually 
narrow, and deals are a matter of negotiation, for all 
regular sellers have put their gold out at the “ fixing,” 
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and any which can be obtained afterwards usually comes 
from the quick-turn operators or from occasional sellers 
who missed their market at the “ fixing.’”’ Dealings are 
based on the “ fixing ’’ price adjusted to any subsequent 
alterations in the franc exchange and with due regard to 
the apparent tendency of the exchange; in fact the 
tendency plays a large part in such operations. 

In the short space of this article only the broader 
aspects of the gold market have been discussed, while the 
silver market has perforce been left entirely untouched. 
But what has been written in these pages will, it is hoped, 
give a general picture of the working of an Institution 
which, thanks to freedom from legislative interference 
and to many years of past experience, is to-day the 
principal free gold market in the world. 


The Building Society Outlook 
By Hargreaves Parkinson 


OR the building society movement, 1934 was a year 
FE of progressive and useful activity. There are two 

opinions among economists as to the extent to 
which cheap money has so far been allowed to fulfil its 
classical function as a solvent of trade depression. Even 
Mr. J. M. Keynes, however, who recently complained of 
the disappointing use which, in his view, had been made 
of opportunities for the investment of new savings on a 
large scale, was constrained to admit of two prominent 
exceptions. One, he declared, was the development of 
electrical services. The other was new building. 

It is common knowledge that the gradual passing of 
the worst phase of economic crisis in Great Britain has 
been contemporaneous with a growing national conviction 
that the housing facilities of large numbers of the popula- 
tion have been permitted to fall below the standards 
appropriate to a great nation in the twentieth century. 
The Government has vigorously taken up the problem 
of slum clearance, and has given moral and financial 
support to private enterprise in house building. The 
fact that some serious critics have denounced the Govern- 
ment’s policy, in this direction, as still inadequate to 
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catch up arrears which have accumulated over many 
years, whatever its justification, is at least convincing 
evidence of the wide interest excited by what is perhaps 
the most pressing social problem of Great Britain to-day. 
The coincidence of a nation-wide housing effort with the 
lowest interest rates for a generation is particularly 
fortunate. From the point of view of the building 
societies, its effects have been accentuated by improved 
domestic industrial activity, which has had a beneficial 
reaction on the economic outlook of that section of the 
community from which the societies have hitherto 
largely drawn their clientéle—namely (to use a Victorian 
terminology somewhat unfashionable, possibly, to-day), 
the lower-middle and upper working classes. 

The total estimated value of all building plans, 
approved by the local authorities in 146 towns of Great 
Britain, was {63,100,000 in the depressed year 1931, and 
only {66,300,000 in 1932. In 1933, however, the total 
rose to £83,700,000, and in 1934 to nearly {£95,600,000. 
If activity in dwelling-house construction be expressed 
in the form of an index number, in which the figure for 
1924 is equated to 100, the corresponding figures for 
I193I are 107, and for 1932, 124. For 1933, however, 
the figure is 165, and for 1934, nearly 185. Out of 
266,000 houses built in England and Wales in 1934, some 
209,000 were erected by private enterprise, without State 
assistance. The British building societies may claim a 
proportionate share in the increased activity revealed by 
these indices. The total amount advanced on new 
mortgages by all building societies of the country was 
£90,253,000 in 1931. In 1932 it declined to £82,142,000. 
During 1933, however, it advanced to £103,193,000, a 
record total for all time. 

The complete returns for 1934 will not be available 
for some weeks to come. The reports of a number of 
societies (including several of the largest), which have 
already been issued, clearly suggest, however, that the 
record figure of 1933 has been, in its turn, out-distanced. 
The Building Societies Gazette, the official organ of the 
movement, makes a computation in its current issue, 
based on the returns of 82 societies with total assets of 
nearly £300 millions. The amount advanced on mortgage 
by these societies increased from £54,424,000 in 1933 to 
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{66,703,000 for 1934, a rise of no less than 23 per cent. 
Since this estimate was compiled, the largest society of 
all, the Halifax, has published its annual report, showing 
that its mortgage advances increased last year from 
{18,548,000 to £21,694,000. With a few exceptions 
(chiefly in the north of England), the reports of all the 
large societies, so far published, tell the same story. The 
mortgage advances of the Abbey Road showed an 
advance of {2,271,000 to £8,705,000; while those of the 
Leeds Permanent advanced by £1,962,000 to £8,056,000 ; 
of the Woolwich by £2,491,000 to £6,404,000; of the 
Bradford Third by {£629,000 to £3,039,000; of the 
National by £685,000 to £4,687,000; and of the Leicester 
Permanent by £437,000 to £2,427,000. Altogether, the 
Building Societies Gazette estimates that the total for the 
year, when available, will be in the neighbourhood of 
{118 millions, an increase of 23 per cent. as compared 
with that for 1933. 

Clearly, for the building society movement, 1934 was 
annus mirabilis. It is now the greatest of all Powers in 
the British building industry, whose potency is approached 
only by the Government itself. Its indirect contribution 
to national employment, last year, must needs have been 
considerable. At once financier, missionary and arbiter 
of private house-ownership, its experience of the technique 
of lending, propaganda, and co-operation with the 
building trade has been developed during the past ten 
years to a point of high efficiency. From time to time, 
one hears complaints from responsible leaders that one 
or two small societies, under the pressure of competition 
to obtain new mortgage business, may have been tempted 
to overlook certain prudent principles which are basic to 
the movement. These, however, are obviously in a small 
minority. It may be concluded that the vast proportion 
of the increased business of 1934 was “‘ good,” judged by 
every leading canon. The widespread adoption of the 
“pool ’’ system probably contributed substantially to 
last year’s expansion, by permitting the extension of 
advances beyond the conventional percentages of sur- 
veyor’s valuation, with recourse to the builder in case of 
default. It is an open secret that some societies were 
inclined to frown on this practice, at the outset. Experi- 
ence, however, has tended to show that, given a thorough 
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sifting of every individual application, the risk of attract- 
ing a type of borrower with no capital or stability can be 
greatly reduced—though, perhaps, it can never be com- 
pletely eliminated. 

It would be helpful if some of the larger societies 
—bating a natural pride in the publication of “ record ” 
results—could see their way to indicate, within approxi- 
mate limits, how large a part of last year’s new advances 
were really “‘ new,” and how far the totals, in effect, 
reflected ‘“‘ refunding’’ operations. The movement is 
reluctant to reduce interest rates on old mortgages taken 
out, say, for 20 years, in the days when 6 per cent. per 
annum was a basic rate in large areas, particularly in the 
South of England. A contract is a contract, and a most 
undesirable precedent would be created if borrowers, who 
would certainly not have expected to have had their 
charges raised had general interest rates happened to 
have moved the other way, should be widely encouraged 
to regard revision in their favour as a moral right under 
present conditions. At the same time, human nature 
is apt to resent the anomaly that one’s next-door neigh- 
bour may be paying I per cent. less for his mortgage 
merely because he happens to have taken it out a year 
or two later. In certain cases within the present writer’s 
knowledge, a way out of this difficulty has been dis- 
covered by the encouragement of “old ’”’ borrowers to 
pay off the principal of their debts by taking out new 
mortgages at a lower rate of interest. They have thus 
secured a double reduction in their annual charges, at the 
cost of extending their dates of eventual repayment. 
For example, an original mortgage for 20 years, at 6 per 
cent., which had still 15 years to run, may be replaced by 
a new mortgage for 20 years at 5 per cent. Part of the 
original principal having already been paid off, the new 
mortgage is for a smaller total sum than its predecessor, 
and that total is spread over a longer period at a lower 
interest rate. The process is almost exactly analogous 
to the “ refunding ”’ of municipal and company bonds or 
debentures. It stands on an entirely different financial 
footing from the making of “ new” advances, properly 
so called, and should, in the present writer’s opinion, be 
separately set out in building society reports. 

When all allowance is made for the effect of this and 
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other factors in swelling last year’s total of building 
society advances, it is still true to say that 1934 was a 
banner year in the history of the movement. Neverthe- 
less, strange as it may seem, most society managers 
would readily admit, under the seal of the confessional, 
that there never was a time when administration called 
for greater finesse, sounder judgment, or more agile 
appreciation of the jumping of the proverbial cat. The 
chief concern of the movement, at present, is not how 
to obtain money to finance its operations, but how to 
avoid being deluged with “bad money.” All fixed- 
interest securities dealt in on the Stock Exchange have 
risen considerably in value during the last three years. 
Existing holders, in very many cases, have a tempting 
“paper ’”’ profit, at current prices, which they are the 
more inclined to consolidate because influential voices 
have lately declared that present conditions cannot 
endure indefinitely—that, sooner or later, there must be 
a rise in interest rates, and a decline in capital values. 
One hundred pounds invested in a building society will 
be worth one hundred pounds, precisely, in x years’ 
time, while one hundred pounds invested in a “ gilt- 
edged "’ stock may be worth only ninety or eighty. 
Meanwhile, a building society deposit, ‘“‘ covered ’’ four 
or more times over by good assets, brings in an annual 3 
per cent., clear of income tax, while a British Government 
stock yields much the same figure, subject to tax. Thus, 
for a large investor subject to tax at the present standard 
rate—4s. 6d. in the {—every {100 deposited with a 
society brings in a net disposable annual income of £3, 
while the same amount in a gilt-edged stock yields only 
{2 6s. 6d. after tax. 

There are two sound reasons why the societies cannot 
afford to grant sanctuary to unlimited amounts of 
“refugee ’’ money from the gilt-edged market. In the 
first place, strangers who seek refuge under one’s lintel 
from a heavy shower, do not usually stand upon the 
order of their going when the rain has ceased. The 
societies, however, lend “‘ long,’ and could not call in 
their mortgages to cope with any future exodus of “‘ bad 
money.’ In the second place, a large proportion of 
their business needs no outside borrowing at all, for new 
mortgages can be financed largely out of the annual 
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inflow of payments, by way of principal and interest, on 
old mortgages. The Mortgage Account of the Abbey 
Road Society for 1934, for example, includes on one side 
the entry: ‘‘ Advanced on Mortgage during the year, 
£8,704,756 14s. 8d.”’, and on the other side : ‘“‘ Repayment 
of Advances, including Interest, {6,902,096 gs. 4d.”’ For 
the Woolwich Equitable, the corresponding sums are 
£6,403,957 and £4,500,981. Both these societies are 
representative of the more “ active ”’ areas of the country, 
so far as new building is concerned. The Burnley 
society, whose headquarters are in one of the more 
depressed industrial zones, advanced {2,236,858 on new 
mortgages last year, while as much as {1,985,732 was 
received by way of repayments and interest. Although 
these repayment figures include interest, out of which the 
societies meet their own interest obligations toshareholders 
and depositors, it is clear that an appreciable proportion 
of new lending is already capable of being financed 
“internally.” 


Many forward-looking leaders of the movement, 
indeed, must needs be wondering whether the day is 
very far distant, when the building societies will absorb 
only a minor share of the mew savings of society. 


, 


The ‘‘ geometric ’’ advance of the last 15 years cannot 
last for ever. Already its pace is slowing down. Quite 
apart from ‘“‘ bad money ”’ considerations, the movement 
is approaching a régime under which new advances of 
over {100,000,000 a year may be financed without any 
increase whatever, on balance, in the movement’s 
liabilities as a borrower from the general public. Already, 
by a process of trial and error (including a good deal of 
both), many societies appear to be feeling their way 
towards a borrowing technique which will ensure replenish- 
ment of funds against normal withdrawals (for all 
societies have a fairly large annual “‘ turnover ’’), without 
attracting additional resources on a large scale. 

For the moment, there is slight evidence of any 
co-ordinated policy on the borrowing side. Some societies 
have placed a complete embargo on the issue of new 
shares, while others have adopted varying measures of 
limitation. The largest society of all has shut down 
completely on “fully paid’’ shares, but is accepting 
limited amounts on the instalment plan. Limits on 
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new deposits—which always carry lower interest than 
shares—vary from nil to £5,000. Regulations are subject 
to variation overnight, without any visible co-ordination 
between different societies. In one and the same month, 
recently, the Abbey Road reduced its maximum individual 
deposit from £5,000 to nil, while another society with a 
London headquarters—the Temperance—traised its maxi- 
mum from {50 to £250. The National Association of 
Building Societies, under its new chairman, Sir Harold 
Bellman, has laboured to achieve a measure of common 
action, but the goal of uniformity in administrative 
policy seems as yet far distant. The absence of a 
lowest common denominator is strikingly exemplified in 
other respects besides borrowing arrangements. Two 
large London societies, for example, have 95 per cent. of 
their total assets in mortgages, while the two largest 
British institutions have only 84 per cent. and 76 per 
cent. respectively. Surely, a wider measure of agreement 
on so fundamental a conception as the minimum “ safety 
margin ’’ is both necessary and practicable. 

In short, the movement may be legitimately concerned, 
in the near future, less with the making of new “ records ”’ 
than with the adaptation of its internal arrangements to 
a period in which a very considerable annual mortgage 
business will be self-supporting and self-liquidating. The 
most imperative need of the moment is a wider measure 
of agreement on the leading canons of a common policy, 
among societies whose contemporary arrangements are 
as diverse as the extent of their individual resources. 
The problem will have a dual urgency if and when there 
is a check to the downward trend of general interest 
rates. 
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London as International Banking 
Centre 


By Paul Einzig 


banking centre from time to time requires no 

apology. We live in a period when conditions 
change rapidly and unexpectedly especially in the sphere 
of international finance. The relative position of various 
leading banking centres is subject to frequent changes. 
As far as London is concerned, there can be no doubt that 
during the past year or so her international position has 
been further strengthened. General conditions have 
contributed to this result. The sound budgetary situation 
and the moderate but steady economic recovery created 
a suitable background for the favourable developments 
in the narrower sphere of factors on which London’s 
position as a banking centre depends. 

An important favourable development was the further 
improvement in the situation of London’s banks. It 
may be said, without fear of contradiction, that there 
are now no longer any undesirable names among the 
recognised London banks. Those three or four banks, 
whose names were not readily taken after 1931, succeeded 
in liquidating almost completely their commitments in 
Central Europe. It is true that in doing so they had to 
cut substantial losses, but the result was worth the 
sacrifice. There are no longer any standstill bills the 
placing of which would require special arrangements. 
Indeed, the discount market has ceased almost com- 
pletely to discriminate against standstill bills. If a 
parcel of fine bank bills contains a reasonable proportion 
of standstill bills, the whole of it is taken at prime rates. 
If a parcel of bills consists entirely of standstill bills, 
then the rate is just a shade above prime rate. Banks and 
acceptance houses have made considerable progress since 
1931 towards writing off their commitments in countries 
with exchange restrictions. As far as banks are con- 
cerned, standstill commitments have ceased to be of any 
importance. Although many acceptance houses are not 
in a similar fortunate position, they have succeeded in 
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reducing the amount of their acceptances under the 
standstill agreement, and have made substantial pro- 
visions for bad debts. Banks in general have benefited 
by the trade recovery in this country and abroad which 
has thawed out a certain amount of their frozen credits 
some of which had already been written off. 

Activity in the London market for new issues is still 
paralysed by the embargo on foreign loans. This embargo, 
however, was relaxed last year and the authorities have 
authorised some foreign issues, the proceeds of which 
were spent in this country or which served for strengthen- 
ing the exchange position of a member of the sterling 
bloc. There were also several foreign conversion loans, the 
success of which indicates the trend in the market for the 
foreign loans. While in other banking centres, the 
unwillingness of the public to subscribe to foreign loans 
constitutes the major obstacle, in London, but for the 
embargo on foreign issues, there would be no difficulty 
in resuming foreign lending activity. 

London continues to attract foreign deposits from 
time to time. In spite of the all-round decline in interest 
rates, London banks are prepared to allow comparatively 
high deposit rates to foreign banks. The London bill 
market also continues to attract foreign funds, although 
rates are hardly remunerative. The decline in the yield 
of British Government securities has not deterred foreign 
capital from the gilt-edged market. The amount of 
foreign holdings of British securities is still rather high, 
but is subject to wide fluctuations. 

The London bullion market has fully retained its lead. 
It is the only free market of importance for gold, and its 
turnover has considerably increased. In addition to the 
regular shipments from South Africa, dishoarded gold 
continues to arrive in large consignments from India. 
The large volume of gold hoarded in London by foreign 
holders, part of which changes hands fairly frequently, 
keeps the market well supplied with buying and selling 
orders. Thanks to the American silver regulations, which 
have eliminated a rival market, the importance of the 
London silver market has increased during the past year. 

The volume of acceptances is still at a low ebb, but 
there was some increase as a result of better trade and 
higher prices. London continues to get her due share of 
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international acceptance business. In this respect, low 
bill rates are helpful. In the existing international 
conditions, however, no material improvement in this line 
can be anticipated in the near future. 

Interest in international banking business remains 
very limited in the rival banking centres. In New York, 
neither the banks, the public nor the authorities are 
particularly keen on a revival of international banking 
activity, apart altogether from the legal obstacles to the 
issue of foreign loans. The countries of the gold bloc are 
under a cloud owing to the anticipation of a devaluation 
of their currencies. Notwithstanding the fact that ster- 
ling is not on a gold basis, and that it is subject to fairly 
wide fluctuations, it plays a fairly important part in 
international trade. It may be said, therefore, that 
London held her ground satisfactorily among the inter- 
national banking centres. 

Future prospects of London as an_ international 
banking centre depend mainly upon the result of the next 
general election. Should the Labour Party obtain a 
majority, it would deal a severe blow upon London’s 
international position. Sterling would depreciate and 
foreign capital would be reluctant to come to London. 
Even if the banks were not nationalised, their inter- 
national activities could be curtailed to a large extent. 
If, on the other hand, the National Government is 
returned with a clear majority, there is every reason to 
believe that London will further consolidate her position 
as the world’s banking centre. Much depends, of course, 
upon the circumstances in which sterling is stabilised. 
Should we return to the gold standard once more at an 
unduly high rate, without an adequate gold reserve as 
we did in 1925, sterling would again become vulnerable, 
and the efforts to defend it would be highly detrimental 
to London’s position as the world’s banking centre. The 
experience of the last few years has made it evident that 
in order that London should be able to fulfil this function, 
it is necessary that we should possess a sufficiently strong 
gold reserve to place the pound above suspicion. 
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American Banking 
By a Correspondent 


QUIET as of watchers at a sick-bed has pervaded 
the banking community for weeks. Nothing new 
in the way of action or ideas has come out of Wall 

Street. Although Congress has before it banking legisla- 
tion universally conceded to be the most important since 
the enactment of the Federal Reserve Act, there has 
been virtually no public discussion of the question by 
bankers and astonishingly little private interest seems 
to be taken in the matter, considering its implications. 

There is probably wisdom in this quietness, for the 
New Deal is sick and political witch-doctors are abroad 
seeking to discover who has put the evil eye upon the 
Roosevelt Administration. In the courts New Deal 
policies have received a series of blows. There was first 
the somewhat contradictory decision of the Supreme 
Court on the gold clause cases, holding on the one hand 
that Congress had violated the Constitution in repudiating 
its promise to repay in gold the debts of the government, 
but adding, on the other hand, that creditors of the 
government had no redress, since no real injury had 
been done them. Then came a series of decisions against 
various phases of the National Recovery Act and against 
a part of the Administration’s favourite power project, 
the Tennessee Valley Authority. 

These decisions have greatly reduced the prestige 
of the Administration and have let loose the pent-up 
resentment of Congress at having been used for a “‘ rubber 
stamp.” The result has been the holding up in the 
legislature of important Government bills. More ominous 
than the revolt of Congress, however, has been the 
singular failure of the public to rebuke this Congressional 
insolence. In the earlier days of the New Deal a Congress 
man who was so unwary as to oppose the President soon 
found himself roundly chastised by a flood of letters and 
telegrams from his constituents. That is no longer true. 
Less than four months after its overwhelming endorse- 
ment at the polls last November, the Roosevelt Adminis- 
tration finds itself facing a growing loss of popular 
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support. The two leading demagogues, Huey Long of 
Louisiana and Father Coughlin of Detroit, are bitterly 
attacking the President. The former early turned from 
a supporter to an enemy over questions of patronage, 
but the radio priest has only recently stopped preaching 
‘“ Roosevelt or ruin.’’ The President finds himself forced 
into a middle-of-the-road position with the now-silenced 
“ Tories ’’ of the banking and big business world on the 
right watching with ill-concealed appreciation, while from 
the left Senator Long, Father Coughlin and all the lunatic 
fringe of inflationists and share-the-wealth quacks pelt 
him with mud. Organised labour has soured on the 
President, and the mass of the public is apathetic and 
disappointed. 

It is a situation calling desperately, under the 
Roosevelt technique, for the production of a white rabbit. 
Unless the President can shortly produce from his hat 
some new and shining device to catch the popular fancy 
and revive hope, he will have to choose between allying 
himself either with the right or the left, or face a Hoover- 
like fate of growing unpopularity on all sides. The 
possibilities in the direction of producing some new plan 
have been seriously curtailed by the lavishness with 
which the Administration gave birth to new plans earlier 
in its career. One of the chief difficulties, indeed, is the 
presence of numerous little corpses of earlier productions. 
Nevertheless the possibility of further monetary tinkering 
has been enhanced by the present situation. 

The demand for further inflation of the currency is 
loud and insistent, but there is reason to believe that the 
Administration is disillusioned with the results of its 
previous moves. Moreover, the decision of the Supreme 
Court clearly leaves the way open for damage suits against 
the government if currency depreciation is carried to a 
point where actual damages can be proved. The prospects 
of an alliance with the left were definitely reduced by a 
speech, obviously Administration-approved, on the part 
of General Hugh S. Johnson, late head of the N.R.A., early 
in March castigating Huey Long and Father Coughlin in 
thorough barrack-room style. All of this appears to 
point to the possibilities of a further move to the right 
on Mr. Roosevelt’s part. 

The Spring revival of business has been abruptly 
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checked, although the automobile industry continues to 
present a relatively bright picture. Securities markets 
have been dull and depressed, save for the highest-grade 
bonds, the demand for which continues to reflect the 
timidity of capital and the superabundance of bank 
funds. Bank deposits continued to rise during February. 
Demand deposits of commercial banks are now as high 
as they were in 1929. Bank reserves continue at record 
high levels, about 100 per cent. in excess of requirements. 
There has been, however, no quickening of the use of 
bank deposits. The following table shows the principal 
changes in deposits and loans and investments of reporting 
member banks of the Federal Reserve in 91 leading 
cities as of February 27, compared with a month and a 
year ago: 
(In millions of dollars) 
Increase or 
decrease since 

Feb. 27, Jan. 30, Feb. 28, 
1935 1935 1934 


Net demand deposits .. i ‘i 14,175 + 148 + 2,777 
Total loans and investments .. se 18,321 + 77 + g2I 
Loans on securities... - “ 29095 — 29 — 525 
Other loans sof 5 si is 4,603 + 66 — 62 
U.S. Government direct obligations .. 7,227 — 10 + 978 
Other securities ie “i “a 3.496 -- 50 + 530 


The Federal Reserve System has been wholly passive 
in the past month, or for that matter, the past year. 
The increase in bank reserves has resulted from the 
influx of gold from Europe which accompanied the rise 
of the dollar prior to the announcement of the Supreme 
Court’s decision in the gold cases and from the continued 
disbursement of funds by the Treasury. 

The silence of bankers on the subject of the proposed 
new banking legislation, while probably due fundament- 
ally to an opinion that whatever they say “ will be used 
against them,’’ can partly be explained on other scores. 
One of these is a division among the bankers themselves. 
On the whole the Western bankers are inclined to be 
friendly toward the Bill, for they see in it the likelihood 
of a curtailment of Wall Street’s power. The Eastern 
bankers dislike cordially the placing in the hands of the 
politically controlled Federal Reserve Board of so much 
authority over credit, but realise the weakness of their 
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position in attempting to argue against political domina- 
tion of banking in view of the record of bankers them- 
selves. Another factor leading to the suppression of 
active opposition to the existing Bill is the existence in 
the background of more far-reaching proposals for 
banking changes. These concern the so-called 100 per 
cent. reserves plan which has not been espoused by 
anyone in Administration circles but is being actively 
advocated by a mixed group of professors and inflationist 
Congressmen. 

The basic idea behind the plan is that commercial 
banks ought not to be allowed to ‘create deposit 
currency ”’ through the making of loans and investments, 
but should be required to hold 100 per cent. reserves 
against deposits. The power to create deposit money 
would rest entirely with the government, and banks 
themselves would become little more than depositories 
for cash. The transition from the present system of 
multiple expansion of bank credit to the 100 per cent. 
reserves system could be brought about, according to its 
advocates, either by having the government take over 
all existing bank assets or by having the Federal Reserve 
System lend to the banks against these assets sufficient 
to bring their reserves up to 100 per cent. The plan 
has not been taken very seriously in banking circles, but 
the mere fact that it exists and has some support in 
Congressional circles is sufficient to make bankers wary. 


French Banking 


By M. Mitzakis 


- B mmoney market February conditions in the French 

money market remained more or less unchanged. 

The Government began to issue the authorised 
five milliards of new Treasury bills. This operation did 
not bring about any increase in short term money rates, 
but it ought to be borne in mind that the issue had been 
anticipated for some months past, and that the banks 
had reduced their loans so as to be able to acquire the 
new Treasury bills. Besides, the amount actually issued 
in February was relatively moderate. Had the Treasury 
issued the total five milliards, interest rates would have 
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risen slightly, in spite of the abundance of the funds 
available. 

The table published below shows that during February 
short-term money rates remained practically unchanged. 
The rate on day-to-day money advanced from 1} to 14 per 
cent., but fluctuations in this section of the market are 
of no great importance owing to the smallness of its turn- 
over. The most representative rates are those charged 
for loans against Bons de la Défense Nationale. The 
rate for one month’s loans of this character declined 
slightly in February, while the rate for three months 
remained unchanged at 2} per cent. 

End of Endof End of 
Dec., Jan., Feb., 
1934 1935 1935 


















Banque de France, rediscount rate 


Market rate of discount... or - 1% 2k 24 
Day to day money .. I 1} 1} 
Loans on Bons de la Défense Nationale :— 

Market rate for 1 month . ee js 24 24 2% 

Market rate for 3 months ~ és a 24 24 24 
Rates of loans on securities :-— 

On the Parquet .. - os - 2 2 

On the Coulisse .. 4 4} a 


The market rate of discount remained stable at 2$ per 
cent. The rate of advances against securities quoted on 
the parquet declined from 2 per cent. to 8 per cent. by 
the end of February. Fluctuations in this rate, however, 
are determined by the volume of speculative business on 
the Bourse rather than by the situation of the money 
market. As a result of the liquidation of large bull 
positions in rentes, capital requirements on the Bourse 
declined, and caused a fall in the interest rates. On 
the coulisse, where speculative activity was less pro- 
nounced, the rate remained at 4} per cent. 

The most important event of the month in the 
monetary sphere was the decision taken by the Bank of 
France on February 21 to grant henceforth advances up 
to a period of 30 days on Government securities maturing 
in less than two years. This measure arose from the desire 
of the Management of the Bank of France to assist the 
money market. Hitherto the banks have had only two 
ways of availing themselves of the Central Bank’s 
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resources. They could either rediscount bills of a 
maturity not exceeding three months, or they could 
apply for an advance against Government securities as 
collateral. Re-discounting has not always been practic- 
able. In the first place it was largely confined to com- 
mercial bills, and the crisis has caused a reduction in the 
volume of these bills. The major part of short term 
assets of the French Banks consisted of Treasury bills. 
Apart from this, re-discounting was equivalent to 
borrowing for the whole period between the date of re- 
discounting and that of the maturity of the bill re- 
discounted. Frequently the banks required funds only fora 
very short period to relieve a momentary pressure on their 
cash reserves. In such cases re-discounting was relatively 
expensive, since in the absence of an adequate amount 
of short bills the banks had to borrow for a period well 
in excess of their requirements. From this point of view 
advances on securities were preferable to re-discounting. 
The period of such advances was fixed by the borrower, 
with a minimum of five days. He was, however, only in 
a position to obtain loans up to 8o per cent. of the value 
of the securities deposited, and also had to pay an 
interest rate of 44 per cent., compared with the re-discount 
rate of 2} per cent. 

For some time past the necessity for a more elastic 
system has been realised. Towards the end of 1929 the 
Bank of France decided to lend on bank bills for a period 
of seven days at a rate 4 per cent. above the bank rate. 
This measure proved to be particularly useful in 1930. 
The gradual reduction in the volume of bank bills reduced, 
however, the value of this concession. At present the 
volume of such bills is so small that the Paris market 
never avails itself of this facility. 

There was undoubtedly a deficiency which required 
remedying. It was necessary to enable the money market 
to obtain quickly and for a short period funds at a low 
interest rate. It is in order to meet this requirement 
that the Bank of France has decided to grant henceforth 
loans against public securities maturing in less than two 
years, that is, on Treasury bills and Bons de la Défense 
Nationale. The Bank of France has decided to advance 
not merely 80 per cent., but the total of the actual value 
of the securities for a period varying between 5 days 
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and 30 days. The interest rate has been fixed at 28 per 
cent. Henceforth the French banks will be in a position 
to borrow for a short period. In case of sudden strin- 
gency, such as occurs towards the turn of the month, 
for instance, they can obtain advances. It is worth 
noting that the rate charged on these advances has been 
fixed slightly above the market rate. The Bank of 
France held the view that the banks should not avail 
themselves of the facilities except in unusual circum- 
stances. In this respect it has adopted the attitude 
which has always characterised the policy of the Bank of 
England. In order to obviate any abuse the Bank of 
France took care to fix a limit to the total of its loans on 
securities. It will publish the amount in a special item 
in its weekly returns so as to enable the public to follow 
its trend. The object is, in fact, to improve the facilities 
of the money market, and not to enable the Government 
to obtain indirect advances from the Central Bank. 


End of End of End of 
Dec., Jan.,  Feb., 
1934 1935 1935 











ASSETS. (millions of francs) 

Gold reserve .. , “a .. 82,124 82,014 82,040 

Foreign exchange reserve (total) be - 741 740 740 
Sight os ve ea ‘x - II 10 10 
Time ‘a - i i 730 730 730 

Discounts (total) - - a oe 4,194 4,226 4,219 
Bills on France... nA is 4,003 4,003 3,998 
Bills on foreign countries. hi i 1gI 223 221 

Advances on bullion - - a 1,445 1,174 1,194 

Advances on securities ithe 55 ai 3,211 3,149 3,080 

Bonds on the Caisse Autonome... a 5,837 5,837 5,833 

LIABILITIES. 
Note circulation me -. 83,412 81,686 81,917 
Current and deposit accounts (total) 19,076 20,225 19,946 
Of which— 

Treasury _ a os iy + 962 = 1,064 705 
Caisse Autonome .. a ‘i i 2,755 2,688 2,914 
Private accounts .. ws és .. 15,109 16,295 16,155 
Sundry - wa i“ 250 178 173 

Total of sight liabilities a a .. 102,489 I01,QII 101,863 


Percentage of gold cover . 80-13% 80-48% 80-54% 





The system of 30-day loans has not yet begun to 
function, and the Bank return has not yet been subject 
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to any change. The above figures indicate the develop- 
ment during February, 1935. 

The comparison of the figures for the end of February 
with those for the end of January shows a very slight 
increase in the gold reserve. At the beginning of the 
month the Bank of France lost some gold, but recovered 
it during the second half of the month. There was no 
appreciable change in the foreign exchange reserve. 
Discounts declined from Frs. 4,226 millions to 
Frs. 4,219 millions. Advances on bullion increased 
from Frs. 1,174 millions to Frs. 1,194 millions, but 
advances on securities declined from Frs. 3,149 millions 
to Frs. 3,080 millions. The volume of sight liabilities 
showed very little change, as it only fell from 
Frs. 101,911 millions to Frs. 101,863 millions. Al- 
though the note circulation increased, current accounts 
and deposits declined simultaneously. On the whole, 
the position of the Bank of France has changed if any- 
thing for the better, since the reserve ratio has advanced 
from 80-48 per cent. to 80-54 percent. This improve- 
ment is ascribed mainly to the February sales of gold by 
the British Exchange Equalisation Account to the Bank 
of France. 


German Banking 
By a Correspondent 


HE success of the conversion of mortgage bonds 

and municipal bonds from a basis of 6 per cent. 
and over to one of 4} per cent. has been followed 

by the reduction of the interest rate on public loans to 
44 per cent. An exception was made in respect of 
certain loans, especially those issued abroad, though not 
inland issues which were subsequently acquired on 
foreign account. The procedure followed was exactly 
the same as in the case of the conversion of mortgage 
bonds. While the conversion of mortgage bonds and 
municipal bonds affected an amount of about Rm. 8} 
milliards, the amount involved in the conversion of 
public loans was about Rm. 2 milliards. Of this Rm. 400 
millions represented State loans, Rm. 200 millions pro- 
vincial loans, and Rm. 440 millions municipal loans. 
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The largest single item was that of the Reich’s book 
debts, amounting to about Rm. 1 milliard. This item 
originated through the compensation granted for war 
losses. Original holders of such claims received pre- 
ferential treatment. They will continue to receive 6 per 
cent., but if they sell their claims the new holders will 
only receive 44 per cent. The law concerning the con- 
version of public and private loans contains a provision 
by which the Minister of Finance is empowered to make 
special concessions in cases where the reduction of the 
interest rate would affect deserving persons. 

The negotiations for the renewal of the standstill 
agreement were successfully concluded. The amount of 
standstill debts continued to decline considerably during 
the past year, and is at present about Rm. 1-7 milliards, 
against Rm. 2-3 milliards at the beginning of March, 
1934. In Germany the reduction of the interest rate on 
standstill credits was received with satisfaction, since it 
results in a relief to the Reichsbank amounting to some 
10 per cent. of interest and commissions, which necessi- 
tated an annual transfer of Rm. 65 to Rm. 70 millions. 
On the other hand, the maintenance of the right of foreign 
creditors to demand payments in registered marks consti- 
tuted a concession on German side. The total of con- 
versions into registered marks amounted to over Rm. 500 
millions during the year ended February 28, 1935. 
Another concession on German side was the cancellation 
of the so-called dead credit lines. Of the unavailed 
credits of about a quarter of a milliard reichsmarks, a 
considerable amount had not been used at all during the 
last few years. Such lines can now definitely be cancelled 
by foreign creditors. 

On the occasion of the conclusion of the new stand- 
still agreement the amount of the standstill credits of 
the various creditor countries have been published. The 
largest creditor for private standstill credits is England, 
with some Rm. 650 millions. The standstill claims of the 
United States and of Switzerland amount to some Rm. 540 
millions each, while those of Holland are around Rm. 200 
millions. The total of public standstill debts amounts to 
about Rm. 110 millions. In the new standstill agreement 
the right of creditors to demand payment in registered 
marks to the extent of 25 per cent. has been maintained. 
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The Reichsbank return was _ influenced during 
February by the payments made by German Savings 
Banks for the public loan of Rm. 500 millions. 8B 
February 20 only 40 per cent. of the amount had fallen 
due, but actual payments exceeded this percentage con- 
siderably. Part of these payments could only be made 
by rediscounting bills with the Reichsbank. As a result 
the Reichsbank’s investments during the second week of 
February, contrary to the usual practice, did not decline, 
but increased. During the third week of February the 
Government used the proceeds of the loan to call in some 
of the unemployment relief bills held by the Reichsbank. 
The extent to which the Reichsbank was drawn upon at 
the end of February was surprisingly large, for Rm. 560 
millions were withdrawn against Rm. 303 millions at the 
end of February, 1934. This was probably due to the 
fact that the investments of the Central Bank declined 
considerably during January. Moreover, Spring demand 
for credit appeared perhaps earlier than usual. The 
most important factor was, however, the further increase 
of activity in German trade compared with last year, 
activity which has to be financed partly by the Central 
Bank. It is remarkable that the note circulation is only 
about Rm. 200 millions above its corresponding figure 
for last year. In this respect, the return of the Saar 
district to Germany will make a considerable difference, 
since the franc notes will have to be replaced by reichs- 
mark notes. There has already been some demand from 
the Saar on the Reichsbank’s resources, but up to the 
present the amount involved has not been large. 

The Reichsbank maintained its usual dividend of 
12 per cent. for 1934, notwithstanding fears of a reduc- 
tion. Of the dividend, the shareholders will receive only 
8 per cent. in cash, while 4 per cent. will have to be trans- 
ferred to the Gold Discount Bank, and for three years 
this amount will have to be invested in fixed interest 
bearing securities. During 1934 the Reichsbank’s 
earnings were well over the amount required for the 
payment of a 12 per cent. dividend, but part of the 
earnings has been added to the reserves as in previous 
years. The inner reserves have increased also, through 
the rise in fixed interest bearing securities. The open 
reserves amount to Rm. 471 millions against a share 
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capital of Rm. 150 millions. The use of the resources of 
the Reichsbank has increased considerably during the 
past year. Its assets, represented by bills, loans on 
securities, and securities, increased from Rm. 4 milliards 
to Rm. 5milliards. Only part of this increase constitutes, 
however, additional credit, for simultaneously the note 
cover declined by Rm. 300 millions, and clearing balances 
increased by Rm. 350 millions, as a result of payments 
for foreign account. The Reichsbank’s holding of inland 
bills amounted to Rm. 3,985 millions at the end of 1934, 
against Rm. 2,982 millions at the end of 1933. The 
composition of the bill portfolio changed considerably 
last year. The amount of finance bills that originated 
from the crisis of 1931 further declined by over 50 per 
cent. As a result of the contraction of German-Russian 
trade the amount of Russian bills also declined con- 
siderably. On the other hand, the Reichsbank’s holding 
of unemployment relief bills increased heavily. At the 
end of 1933 the Reichsbank held less than Rm. 500 million 
of such bills, and a year later its holding was estimated at 
about Rm. 2} milliards. The total volume of unemploy- 
ment relief bills amounted to about Rm. 4} milliards at 
the end of 1934 against Rm. 14 milliards a year earlier. 
Thus, holdings outside the Reichsbank also increased 
considerably. 

The gold stock of the Reichsbank declined during 1934 
from Rm. 386 millions to Rm. 79 millions. Foreign 
exchange holdings declined from Rm. 225-4 millions to 
Rm. 108-7 millions. Foreign balances increased from 
Rm. 28-6 millions to Rm. 70-3 millions, but they do not 
represent a free balance. They are constituted mainly 
by balances arising from payments agreements. On the 
other hand, the holding of foreign bills and cheques was 
only Rm. 34-4 millions against Rm. 193-3 millions at the 
end of 1933. Compared with the volume of Germany’s 
foreign trade this is an exceptionally low figure, but in 
consequence of the clearing agreements, payments by 
bill have been replaced to a large extent by cash pay- 
ments. The exchange difficulties resulted in an increase 
of clearing balances from Rm. 640 millions to Rm. 984 
millions. The balances of the conversion office to which 
the non-transferable interest and sinking fund payments 
are paid amounted to Rm. 272-7 millions against 
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Rm. 112°8 millions at the end of 1933. The amount of 
unpaid commercial debts to foreign exporters was esti- 
mated by Dr. Schacht in his speech at the Leipzig Fair 
at about Rm. 500 millions. Only part of this amount is 
in the clearing accounts of the Reichsbank, while the rest 
is held on foreign account by the leading German banks. 


International Banking Keview 


ITALY 
T has been announced that the three leading Italian 

Joint Stock Banks, the Banca Commerciale Italiana, 

the Credito Italiano, and the Banco di Roma will pay 
no dividend for 1934. Simultaneously with this announce- 
ment, the quotation of the shares of these three banks 
has been suspended. The significance of these changes 
should not be over-rated. It is an open secret that almost 
the whole of the share capital of these banks is now in the 
hands of government-controlled financial institutions, so 
that the number of private holders and the extent to 
which they are affected is negligible. As is well known, 
the three leading banks have been relieved by the Govern- 
ment of their industrial assets and now confine their 
activities to commercial banking. It is conceivable that 
owing to the deflationary depression that continues to 
prevail in Italy, a strengthening of their reserves has 
become advisable, and this would explain the decision 
to pass the dividend. It was a wise move to suspend 
simultaneously the quotation of the shares, since the 
inevitable fall in their price, which would otherwise have 
taken place, might have created a bad impression. The 
decisions to suspend dividend and suspend the quotation 
of shares are both interpreted as an indication that the 
banks are now considered to be practically under Govern- 
ment control. 

Following upon the announcement of these decisions, 
it was rumoured that the Government had decided to 
amalgamate the three commercial banks. These rumours 
are understood to be entirely without foundation. It is 
not the policy of the Italian Fascist régime to eliminate 
competition and create monopolies. While it is conceiv- 
able that minor amalgamations will be carried out to 
eliminate the weaker banks, there is no likelihood of any 
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amalgamations between the leading banks. The indirect 
Government control over them that exists at present is 
considered a temporary state of affairs since the Govern- 
ment intends to re-sell the shares to private holders as 
soon as conditions have settled sufficiently to make such a 
transaction possible. 
BELGIUM 

Belgium has now followed the example of Italy in 
establishing exchange restrictions. A National Office 
of Exchange has been created for the control of foreign 
exchange operations. Bullion dealings will be under the 
control of the National Bank. The object of the new 
organisation is to put an end to speculation, the flight of 
capital from Belgium and hoarding, without interfering 
with the operations necessary for normal trade. The new 
measures have been decided upon following a panic in 
belgas that developed towards the middle of March. 
While the National Bank persistently supported the belga 
in Paris, the forward rate was allowed to take care of 
itself and went to a discount of 65 centimes for one month, 
which is equivalent to nearly 40 per cent. per annum. 
Notwithstanding this fantastic discount, it was difficult 
to find buyers for forward belgas. The high yield on 
selling spot belgas and buying forward belgas failed to 
induce the Belgian banks to undertake such operations, 
because they considered it necessary to keep their liquid 
resources in readiness in case of heavy withdrawals 
caused by the flight of capital. Were they to employ 
their resources in London for the sake of the abnormally 
high yield of 40 per cent., they would have run the risk 
of having to repatriate them at an inopportune moment 
which might have involved them in considerable loss. 


SWITZERLAND 
Considerable uneasiness prevails in Swiss banking 
circles concerning the coming referendum containing 
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some radical financial and monetary proposals. The date 
of the referendum is June 2, and it is feared that in antici- 
pation of a positive result, foreign funds may be with- 
drawn from Switzerland during the next two months. It 
is also feared that the chances of the success of the referen- 
dum may result in a flight of national capital since it is a 
foregone conclusion that the adoption of the proposals 
contained therein would be equivalent to the suspension 
of the gold standard. Indeed, the chief object of the 
referendum is to prevent any further deflation by vetoing 
further wages cuts and fixing a minimum level of com- 
modity prices. It also provided for expenditure on a large 
scale and for an increase of unemployment benefits. The 
result would be a huge budgetary deficit, and a rise in 
commodity prices which would further increase the pres- 
sure on the Swiss franc. 

The annual report of the Banque Populaire Suisse 
states that the bank succeeded in repaying during the past 
year the loans granted by the National Bank and by the 
Caisse des Prets in 1933. At the same time, the bank 
succeeded in increasing its cash resources. Its turnover 
declined from 15 milliard francs to 114 milliard francs. 





JAPAN 


The annual report of the Bank of Japan for 1934 states 
that money remained easy throughout the year, and 
discrepancies between various money rates were reduced 
by a general decline in all rates. There were large issues 
of Government loans, the bulk of which were taken up by 
the Bank of Japan. The consequent disbursement of the 
proceeds caused bank deposits to increase. On the other 
hand, loans declined as the improvement in trade made 
possible liquidation of debts to banks to some extent, 
while a considerable portion of bank loans was converted 
into debentures, the debtors taking advantage of the low 
rates of interest. The capital market was very active 
during the first half of the year, but its activity fell off 
during the second half. The total amount of local 
government, bank and company issues placed during the 
past year reached 2,365 million yen, which is an increase 
of some 105 million yen over the previous year. Towards 
the close of the year yield on high-grade debentures 
averaged 4-3 per cent. 
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Books 


THE MONETARY SYSTEM OF EGypT. By MOHAMMED 
Att RIFAAT. (London, 1935: George Allen & 
Unwin. Price 7s. 6d. net.) 


Tus book gives an historical account of the Egyptian 
monetary system, and deals also with its present day 
problems. It discusses at some length the controversy 
as to whether the Egyptian pound should be restored to 
its old parity or whether it should follow sterling. The 
author strongly favours the latter course owing to the 
formidable disadvantages of the high degree of deflation 
that would be necessary in order to return to the old 
parity. From the point of view of Egyptian cotton 
a deflationary policy would be particularly disadvan- 
tageous because it would inflict losses on producers and 
would discourage exports. The author believes that the 
Egyptian pound is still overvalued, but that the dis- 
equilibrium is only slight. 


INSURANCE COMPANIES’ INVESTMENTS. By HAROLD E. 
RayNeEs. (London, 1935: Sir Isaac Pitman & 
Sons. Price 7s. 6d. net.) 

DuRING recent years the question of investing the 
funds of insurance companies has assumed considerable 
importance. In fact, there is a tendency to put invest- 
ment experts in charge of insurance companies instead 
of actuaries. The considerations that govern the invest- 
ment policies of insurance companies differ to a large 
extent from general considerations and prudent invest- 
ment, and deserve to be the subject of special studies. 
From this point of view the present book is a welcome 
addition to the existing literature on the subject. It 
deals in detail with the various classes of investments 
suitable for the purposes of insurance companies, and 
gives also a general survey of various classes of invest- 
ments. 
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WorLD DISLOCATION AND WoRLD RECOVERY. By Dr 
Ir. W. H. C. Knapp. (London, 1935: P. S. 
King & Son. Price Ios. 6d. net.) 


Tus book has been awarded a prize by the Inter- 
national Agricultural Institute of Rome, and this fact 
indicates its tendency. The author seeks to prove that 
the difficulties of agriculture were at the root of all the 
troubles, and that recovery can only come through an 
improvement in agricultural conditions. There is a 
great deal to be said for his thesis. Although to say that 
it is one-sided is merely stating the obvious, it is useful 
and necessary to have such one-sided books presenting 
the crisis from special angles. 


3EITRAGE ZUR DEUTSCHEN POLITIK UND WIRTSCHAFT 
Ig00 BIS 1933. By GEORG SOLMSSEN. In two 
volumes. (Munchen, 1934: Verlag Duncker & 
Humblot. Price 19 reichsmarks net.) 

THE author of this book is well known in inter- 
national banking circles as having been for years the 
leading spirit of the Disconto Gesellschaft. He holds 
very definite views on various questions of politics and 
economics, and has never hesitated to express these 
views in the form of addresses or articles. The present 
book constitutes a collection of all these addresses and 
articles, most of which are, of course, of historical 
interest only. 


DouGLas FALLACIES. By JoHN LEwis. (London, 1935 : 
Chapman & Hall. Price 3s. 6d. net.) 

3ANKERS and economists who have been getting 
somewhat worried by the increasing popularity of the 
social credit scheme of Major Douglas, especially in the 
British Dominions, have received support in their opposi- 
tion to that scheme from somewhat unexpected quarters. 
Mr. Lewis criticises Major Douglas from a Socialistic 
point of view, saying that the Douglas fallacy is one of 
the consequences of failing to take the trouble to under- 
stand the Marxian theory of surplus value. The author 
makes an effort to prove that Douglasism and Fascism 
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are more or less the same thing, but his arguments to 
that effect are rather feeble. The chief merit of the book 
is that it tends to clear the air for those people who have 
been side-tracked from economic reform into the be- 
wildering intricacies of currency reform. 





INDUSTRIAL GERMANY. By HERMANN LEvy. (London, 
1935 : Cambridge University Press. Price r2s. 6d. 
net.) 

THOSE interested in the problems of industrial com- 
bines will find Dr. Levy’s book a useful guide for recent 
developments in Germany. The chapter comparing the 
German and English attitude towards industrial com- 
bination is of particular interest. | Unfortunately, the 
author does not go sufficiently into the question of the 
role played by German banks in the evolution of indus- 
tries. | Detailed information on that subject would be 
helpful in the controversy around the attitude of British 
banks towards industries. 


PUBLICATIONS RECEIVED. 

PRINCIPLES OF BUSINESS ECONOMICs. By JAMES 
STEVENSON. Second Edition. (London, 1935: 
Sir Isaac Pitman & Sons. Price Ios. 6d. net.) 

PRACTICAL BOOK-KEEPING AND AccounTs. By A. G. 
FAVELL. (London, 1935: University Tutorial 
Press. Price 4s. 6d. net.) 

INDIGENOUS BANKING IN ANCIENT AND MEDIA&VAL INDIA. 
By BRIJKISHORE BHARGAVA. (Bombay, 1935: 


D. B. Taraporevala Sons & Company. Price 
Io rupees net. London: Kegan Paul. Price 
18s. 6d. net.) 


PLANNED Money. By Sir Bastt BLAcKETT. Cheap 
Edition. (London, 1935: Constable & Company. 
Price 2s. 6d. net.) 

Witts : A CoMPLETE GUIDE FOR TESTATORS, EXECUTORS 
AND TRUSTEES. By R. W. HoLLtanp (London, 
1935: Sir Isaac Pitman & Sons. Price 2s. 6d. 
net.) 

MATHIESON’s STocK TABLES. (London, 1935: Frederick 
C. Mathieson & Son. Price Ios. net.) 
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Bank Meeting 


THE HUNGARIAN GENERAL CREDITBANK, BUDAPEST 





INCREASED PROFIT AND DEPOSITS 





SOUND DIVIDEND POLICY 





T their meeting, held on February 28th, 
under the chairmanship of Baron John 
of Directors 


Harkanyi, P.C., the Board 
of the Hungarian General Creditbank adopted 
the balance sheet for the business year 1934. 
The profit and loss account closes (apart from 
the profit brought in from 1933, reserves 
made, and less the proposed writings off to the 
amount of 2,021,932°38 peng6), with a profit of 
2,093,997°87 pengo, against 1,857,903-82 
pengo in the previous year. 

This amount, plus the profits of 797,650°35 
forward from 1933, leaves 


as 


peng6 brought 
2,891,648-22 pengd available for the General 
Meeting. The Board is to propose to the General 


Meeting, convoked for March 19th, 1935, that 
out of this amount 500,000 pengé be utilized for 
the endowment of the Ordinary Reserve Fund, 
200,000 pengé be appropriated for the Deprecia- 
tion Reserve Fund and 1,000,000 pengé for the 
Employees’ Pension Funds, and the remaining 
I,191,648-22 pengd be carried forward to the 
account of 1935. 


DIVIDEND POLICY 


In accord with these proposals the payment of 
dividends will be suspended this year and no 
bonuses will be paid. The Board, after mature 
deliberation, has come to the conclusion that, 
despite the favourable results which were obtained 
during recent years and particularly in 1934, the 
primary conditions which would justify under 
present circumstances the resumption of dividend 
payment are still lacking. The Board is guided 
in its decision too by considerations for the inner 
strengthening of the bunk. 

It can be ascertained from the items of the 
balance sheet that the development of the Bank 
continued to advance within the past year, which 
advance shows most particularly in the constant 
increase of deposits, a continued lessening of 
foreign liabilities and in the extension of the 
3ank’s business activities. 


INCREASED DEPOSITS 


Deposits advanced, as compared with Decem- 
ber 31st, 1933, by 13°5 million pengo, from 168 
to 181-5 million pengé, whereof 7 million pengd 
(from 49°7 to 56-7 million peng6) represent the 
increase in savings deposits and 6-5 million pengé 
that of current account deposits (from 118-3 to 
124°8 million pengd). The advance in deposits is 
accounted for to some small extent only (approxi- 
mately one-sixth part) by the growth in the 
deposits of undertakings belonging to the sphere 
of interests of the Bank, but more largely, from 
those deposits entrusted to the custody of the 
Bank by other clients. The aggregate amount of 
the deposits of the Bank has risen by some 43°1 
million peng6é since December 31st, 1931. 


FOREIGN LIABILITIES 


Foreign liabilities have fallen off by 23-6 million 
pengo, whereof 18-5 million pengd constitute 
repayments and 5-1 million pengo proceed from 





the depreciation of certain foreign Currencies 
Out of the afore-mentioned decline of 23°6 
million peng6 in the amount of foreign liabilities, 
16-2 million pengé fall to the item sundry 
creditors, which thereby declined from 67°3 to 
51°r million pengé, the remaining 7-4 million 
pengo representing the amount whereby foreign 
guarantees decreased. It is worth mentioning 
here that, in spite of this material deterioration jp 
foreign guarantees, the final amount of guarantees 
falls short only by 812,000 pengé as against 
the figure of the previous year, owing to the 
amount of inland guarantees on behalf of clients 
having increased. 

Cash in hand and clearing account deposits 
rose from 14°6 to 15-4 million pengé. 

The item debtors fell from 130-4 to 127°] 
million pengd, whereas the item Bills advanced 
from 84-3 to 85-6 million pengé. 

Stocks and participations figure at the aggre. 
gate amount of 52-1 million peng6 as against 
51-4 million peng6o in the previous year, and are 
entered in the balance sheet at a value far below 
the limit established for their assessment by 
Government Decree No. 330/1935. 

Mortgage loans, which, like the mortgage 
bonds issued, thereunder, are made out in U.S.A. 
dollars, have gone down from 36-3 to 3474 
million pengo. 

The goods departments have obtained favour- 
able results in the past year too. The deteriora- 
tion in figures of the aggregate turnover of these 
departments is due to the business of the com 
department having been made over to the 
Hungarian Corn Trading Co. Ltd., which company 
was established by our Bank and the Hungarian 
Discount & Exchange Bank, jointly. 

SATISFACTORY TURNOVER 

As a result of the development of current 
business, the turnover of the Bank was very 
satisfactory. Special mention is due to the rise 
in the cash turnover and to the activity the Bank 
developed in foreign exchange business. 

General expenses were cut down by a further 
493,000 pengé, as against the previous year. 

With regard to revenue, it must be noted that, 
consequent upon the perpetual shrinkage of the 
interest margin, the proceeds from _ interest 
continued to decrease; the rest of the receipts, on 
the other hand—save those of the goods depart 
ment mentioned above—show a further advance. 

The undertakings belonging to the sphere of 
interests of the Bank attained an advance in 
their business and have improved, on the whole, 
their results. Even in the machine industry, 
which, for want of an investment activity 
throughout the country, worked, in part, at a 
loss, an increase of employment is visible. The 
undertakings belonging to the concern of the 
Bank succeeded in opening—despite the manifold 
restrictions subsisting in international trade— 
new outlets for the export of their produce and 
repeatedly proved their ability to compete even 
in the most impertant of international relations. 
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Some new Barclays Branches 
By Professor C. H. Reilly 


REMEMBER last time I dealt with some Barclays 
| branch banks in this column I raised the question 

why our banks in general are to-day so conservative 
and unadventurous in their architecture. It used not 
to be so. Ten years ago they were all building little 
Carnegie libraries for their branches up and down the 
country, each with its array of unnecessary columns, 
swags and other classical ornament. If one saw at a 
street corner an over-decorated little building, especially 
if it had a corner entrance like a public house, one was 
pretty sure it was a bank. It might be a small public 
library, or other institution in the more ambitious towns, 
but the probability was, it was a bank. If one ventured 
inside one was met with an array of polished mahogany, 
cut glass and plaster wreaths of fruit and flowers only 
to be found elsewhere in the saloon bars of the more 
elaborate drinking places, generally known in Victorian 
times as gin palaces. Now something has happened. 
The general policy is quite different. Of course the little 
becolumned structures still remain. They cannot well be 
scrapped and there is no one likely to buy them. The 
new branches are all quiet little Georgian structures 
except in the suburbs where they sometimes try to look 
like the sham Tudor villas which surround them. It is 
a move in the right direction, no doubt, but what does it 
mean? Are the banks no longer so cock-a-hoop? Is the 
shadow of Sir Stafford Cripps frightening them into a 
more gentlemanly obscurity? I do not believe it. I 
think it is just the average educated Englishman’s dread 
of committing a faux pas. Not really possessing a sure 
taste on which he can rely, he is anxious in his buildings, 
as he is in his clothes and his politics, not to be con- 
spicuous. It is, I suppose, the public school spirit 
asserting itself. The majority of our present-day bank 
directors must have been at Winchester. Ten years ago 
they must, I suppose, mostly have been Harrovians. 

Think what does it ree lly mean, this Georgian ukase, 
to their architects? It means that instead of the steel 
windows, so typical of our day and one of our new exports 
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all over the world, their architects must use the wooden 
lifting sashes with small panes (because glass was then 
made in small pieces), and wooden bars dividing them, 
which Sir Christopher Wren brought over from Holland 
towards the end of the seventeenth century, say two 
hundred and fifty years ago. These they must use in 
the Dutch manner of those days, painted white against 
a field of red or dark brown brickwork. Such windows 
look very well, no doubt, and need a lot of upkeep in the 
way of paint. The Dutch themselves no longer use them 
but we shall go on for many years yet. They are the 
stock windows for the upper floors of all branch bank 
buildings to-day unless ones of the Tudor type are used, 
which go back another hundred years, and have little 
strips of lead dividing the pieces of glass which are 
smaller still—the size they could make in, say, the days of 
Henry VIII. Indeed, if the domestic portion of a 
bank building is not like that in which the private life 
of George IV took place it must be like that in which 
happened the private life of Henry VIII. Can it be that 
the films are producing these fancy dress effects? No, 
because the Georgian phase of bank architecture set in 
long before historical films were the fashion. It is, 
I am sure, pure gentlemanliness, though a gentlemanliness 
which only extends to the upper floors. Where the real 
work is done, in the bank premises on the ground floor, 
a very different state of affairs takes place. There 
everything is practical. No wooden windows with small 
panes filter the light. Large sheets of plate glass, with 
steel or bronze window frames, as thin as possible, are 
almost a sine gua non. It does not matter whether they 
are in keeping with the Georgian private life above or not. 
That is a trifle. The building may be cut in half with 
an eighteenth century upper portion and a twentieth 
century lower portion, but no one minds. The business 
world only tolerates the nonsense of art and all that so 
long as it does not interfere with work. I agree. My 
point is it should not tolerate such so-called art at all. 
After this discourse let us get down to our muttons. 
Here is a typical one. It is the new East Finchley branch 
by Messrs. Welch, Cachemaille-Day and Lander, the well- 
known modernist pear No one would guess this 
latter fact from this building. They have obeyed orders. 





SOME BARCLAYS BRANCHES ‘és 








Here is a Georgian upper part of two domestic storeys 
as quiet and gentlemanly and as tame as possible. The 
roof is not very well managed as it seems to have pushed 
over the parapet in the central portion, two short lengths 


[ Messrs. Welch, Cachemaille-Day & Lander 


THE EAST FINCHLEY BRANCH 


{rchitects 


of which remain standing over the wings. Apart from 
this little mishap above the cornices, no one could say 
a word against these two domestic floors. They seem 
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admirably proportioned, five panes high to the first floor 
windows and four to the second floor as _ tradition 
requires. When we come to the ground floor, however, 
no notice is taken of anything above, save in the right- 


Architects) (Messrs. W. H. Woodroffe & Son 
BRANCH AT LORDSHIP LANE, WOOD GREEN 


hand wing. The voids and solids in the central bank 
section of the ground floor are arranged regardless of the 
three staid Georgian windows above. Of course, with 
steel girders to help one all things are possible, though it 
still remains that some are not desirable. Worse still 
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takes place in the left-hand wing. There the shop 
window and door of Messrs. Randall, Cox and Baker has 
eaten up almost the whole of the solids so that it is 
difficult to see on what the brickwork above stands. 


[Mr. E. C. P. Mon 
THE SPITALFIELDS BRANCH 


That would not matter a bit if what was above was in 
the honest modern manner, because in that the potenti- 
alities of steel and concrete are realised and expressed. 
It does matter, however, when the upper part 1s 











do you 
wonder... 


what you and your depend- 
ants will live on when you 
retire ? Get rid of doubt and 
buy certainty—a Scottish 
Widows’ Fund policy. It will 
give you peace of mind and a 
carefree investment. Write 
for particulars to-day. 


SCOTTISH WIDOWS 


THE 
HALL MARK OF 
STERLING QUALITY 
IN MUTUAL LIFE 
ASSURANCE 
Write to the Secretary 
Head Office: 
9 ST. ANDREW SQUARE, EDINBURGH, 2 
London Office West End Office: 
(Temporary Address 17 WATERLOO 
during rebuilding) PLACE, 8.W.lI 


6&2 BISHOPSGATE, E.C.2 
Tel.: Manaion House 9066 


PITMAN’S 


*€S7 occasi® 


Tel.: 
Whitehall 6041, 


BANKING BOOKS 


j Second Edition NOW READY— 


| PRINCIPLES OF 
| BUSINESS ECONOMICS 


By James — 
M.A., M.Com., D.S 


This recommended book, avail _ in a Second 
| Editi inalyses the modern economic system fort 
stude commerce and economics. It has beer 
thoroughly revised and is "foveinalih for general 
study ds reference It covers the advanced 


f 


examination syllabuses of the diplomas of the 


professional societies and public 10/6 net 


|PRACTICAL BANKING, 


| CURRENCY & EXCHANGE 
By H. E. Evitt, 


Fellow of the Institute 
tome ll elc 


The Second Edition of this work has many im- 
portant additions Foremost is the new chapter 
on Exchange Restrictions, and the chapter on the 
| Effects of the War on the Exchanges is greatly 
enlarged. A series of Model Answers to Examina- 


tion Questions has also been added 
608 pases © Net 
Order from a book- 
| seller or direct from PITMAN 


Parker St. . Kingsway - London - W.C.2 


5 

















What do you 


advise ? 


How often Bank Managers are 
asked this question about their 
client’s investments, and how 
difficult itis to givean unqualified 
reply. It is easy to dissuade the 
client from an unsound invest- 
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with a better yield. It is in cases 
of this kind that a solution of the 
problem is often provided by 
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eighteenth century, that the lower should be playing the 
pranks of the twentieth century. Indeed it rather shocks 
one. I. hope next time these well-known architects are 
employed for a bank building they will be allowed to 
build in the manner in which they have made their 
names, winning, indeed, this last year the Gold Medal 
for the best London building of the year. To employ 
them otherwise seems to me a serious waste of talent. 
In the Wood Green branch, by Messrs. W. H. Woodrofie 
and Son, a serious effort has obviously been made to 


{ Messrs. Trehearne Vorn 
THE CHADWELL HEATH BRANCH 


bring together into one whole the bank storey and the 
upper ones. It has been done in two ways, one by 
clothing the Georgian sash windows up above with 
surrounds of stone, and the other by dividing the bank 
windows below by steel bars. It is a very laudable effort 
which I think would have succeeded still better if the 
cornice heads to the two doors had been omitted. They 
seem to me to overload the ground floor front and to 
damage by their proximity the charming little pilasters 
which carry the arches. It would also have been better, I 

















—— 


‘Keep your 


| 
* 
‘Business on 


Your desk! 


The main feature of the Ericsson Intercom- 
munication System is its astonishing clarity of 
reproduction plus strength of signals. When 
in addition to these properties you have a 
sturdiness of construction you reduce the 
error margin to zero 


















The telephone illustrated is our new type 
instrument which cannot be _ excelled] in 
handiness and clear speaking. Its special 
transmission features mark an immense im- 
provement in telephone construction 



















Write for quotations and particulars of our 





moderate ré id maintenance service terms 


“FRIGSSON TELEPHONES LTD. 


67/73 Kingsway, London, W.C 2 


Lelephe ~ Holborn’ 3271/3 













INTERCOMMUNICATION 


TELEPH'ONES 







THE 


South Etrican Journal of Economics 


THE QUARTERLY JOURNAL OF THE ECONOMIC SOCIETY OF SOUTH AFRICA.) 






Joint Editors : 
PrRoFEssoR S. HERBERT FRANKEL. PROFESSOR R. LESLIE. 


Chairman, Board of Management : 


PROFESSOR C. S. RICHARDS, P.O. Box 5316, Johannesburg. 
Overseas Agents: Messrs. P. S. K1nG & SON, LTD., London. 











The South African Journal of Economics is the only Economic Journal in 
Southern Africa. It contains authoritative articles on theoretical economic 
questions as well as on African economic, financial and commercial affairs. 













The South African Journal of Economics is published in the first week of March, 
June, September and December. Each number of approximately 130 pages contains : 
Articles, Reviews, Notes and Memoranda, Official Publications of the Union of South 
Africa, Tabulated Official South African Statistics, Recent Periodicals and New Books. 


The Journal and all publications of the Society are sent free to all members. 


The annual subscription is £1 1s. Subscriptions for the Journal for non-members 
are accepted at the same rates, which also apply to Library Membership, for which 
Libraries, Institutions and Business Firms are eligible. 

Subscriptions to the Journal and orders for single numbers (at 6/- each), should be 
addressed to Messrs. P. S. King & Son, Ltd. (14 Great Smith Street, Westminster, 
S.W.1.), the overseas agents. 


Applications for membership should be addressed to the Chairman, Board of 
Management at the above address. 















68 THE BANKER 


fancy, if the three dormer windows peeping over the 
parapet had not been dressed up with cornices. Dormers 
should be seen but not heard. These seem to be calling 
attention to themselves a little too loudly. 

In the Spitalfields branch Mr. E. C. P. Monson has 
made no attempt to bring the bank windows and those 
of the upper floors together. They do not know one 
another. The front door is on speaking terms with the 
window immediately above it, but that is all. The 
superior bank windows could hardly know such a host 
of little fry. The best thing, in my opinion, about this 


IHE HORNCHURCH BRANCH Sent 
building, which in spite of being in the City suffers from 
a corner entrance, is the way the architect has given a 
certain richness to a rather e longate d scheme of pilasters, 
which themselves hardly seem necessary, by grooving 
them and a good deal of the front as well. _ 

In the Chadwell Heath building Messrs. Trehearne 
and Norman, the architects, have separated the upper 
domestic storeys from the bank by setting them back a 
few feet. This, which must mean carrying their external 
walls on columns, is satisfactory if expensive. It does 
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cut them off and explain their separate use so that if 
treated differently they would not conflict. These 
architects, however, have brought both sets of windows 
into relation as well. They are both divided with wooden 
bars painted white. The unfortunate thing is the shop, 
dark and gloomy-looking, which eats into one corner of 
the scheme. 

The Royal Albert Docks branch, by Messrs. Charles 
J. Dawson, Son and Allardyce, and the Hornchurch 
branch by Mr. Reginald Ross are both solid little buildings 


Vessrs. Charles J]. Dawson, Son & Allaryyce 


THE ROYAL ALBERT DOCKS BRANCH 


for that difficult problem the one-storey bank. As has 
often been pointed out, it is almost impossible to give 
such structures the dignity banks call for without making 
them pretentious. I think the Hornchurch branch 
achieves this the better. The Royal Albert Docks one 
has a monumental stone doorway which might be the 
entrance to a royal mausoleum. Perhaps the word 
‘““royal”’ has carried the architects away. One rarely 
knows whence suggestions arise, when designing abstract 
lorms. 








